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“ ‘ Gold/ wrote Columbus, as one eniHBfciating 
a truism, ‘ constitutes treasure, and he who 
possesses it has all he needs m this world, as 
also the means of rescumg souls from Purgatory 
and restonng them to the enj oymenJ;of Paradise. ’ ’ ' 
R. H. Tawney, Region and the 
Rise of CafitaUsm, page 89. 




PRfiF?£ie^ 

In many fields the expenences of the war and post-war 
years were productive of new ideas and new ways of doing 
things In the production and distribution of goods new 
methods were attempted m which the dominant note was 
, collective action. Co-operation in economic matters was 
developed under the spur of urgent necessity^ to a pomt 
far m advance of what would, in normal times, have been 
regarded as the outside hmit of practical politics. But 
with the solution of the most urgent problems of economic 
reconstruction many advanced positions have had to be 
abandoned Many fruitful experiments in the collective 
gmdance of economic activity for coifimon purposes have 
been discontinued Yet the Western world has not returned 
to the habits of thought and the degree of contentment 
with the results of individual entepnse, which were char- 
acteristic of it before the great upheaval. In currency 
matters, also, the urgency of the problems of reconstruc- 
tion brought mto being a degree of international co-opera- 
tion not previously known. This international co-operation 
was expressed, among other things, in a different attitude 
of mind towards the gold standard. Men became habitu- 
ated to thinking of stability m the value of gold as an object 
worth working for. The co-operation of central banking 
authorities, which was essential m solvmg the problems of 
financial reconstruction, suggested the means by which 
this great economic benefit could be gamed for all gold- 
standard countries It justified the hope that these means 
would be adopted and perfected But in this sphere as 
m others the larger and broader considerations of the 
general interest come into conflict with the narrower con- 
ceptions of national interest held by particular nations. 

IX 
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This conflict is the source of many very serious dangers 
which surround any attempts to control the operation of 
the gold standard along broad international lines in the 
world of to-day 

As it was re-estabhsbed m 1925 over a wide area, the 
gold standard was in many respects a different thing from 
the gold stand^ of 1914 To call attention to these 
changes at the; outset, the expression the new gold 
standard” is incorporated in the title of this book. It 
is not, however, suggested that all the possibilities of the 
new gold standard have been realized in practice, or that 
those advances that have been realized have been perman- 
ently secured Some of the outstanding gold movements 
that have taken place smce 1926, when this account ends, 
such as the "purchases of gold by France from the United 
States in 1927 and 1928, and those of Germany from England 
m 1928, in^cate a return to the old nationalistic competitive 
spirit — a scramble for gold. Nevertheless, it appears to 
the present writer that the time has passed when gold- 
standard countries will permit the long-run trend of prices 
to be determined for them by the inadequacy or redundance 
of gold production The experience of the reconstruction 
years has opened up a new horizon and, although much 
ground may temporarily be lost, the gold standard of 
to-day IS more than a mere restoration of the “ automatic ” 
gold standard of 1914 

This book undertakes to trace the historical origms of 
the changes which the gold standard has undergone since 
1914 , it endeavours to show the relationship of the British 
Empire as a whole, and of the United States, to the problem 
of the return to gold, and it seeks to find in the rich experi- 
ence of these years some new lUununation as to the nature 
and principles of the gold standard 

In the preparation of this book I have relied very little 
on secondary sources For the runmng account of the 
events m the gold and sterhng-dollar exchange markets I 
have drawn heavily on the excellent weekly Bullion and 
Foreign Exchange Letters of Messrs Samuel Montagu & 
Co. ; for the course of the events m India I have similarly 
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drawn from the very informative Annual Reports of the 
Controller of the Currency of India , and for the history and 
attitude of the South African gold-mimng industry I have 
made use of the Annual Reports of the Transvaal Chamber 
of Mines. 

I am under the greatest obhgation to those who have 
taken time in the midst of many preoccupations to give 
me help and guidance from their own experience and know- 
ledge of the events described For advice and helpful 
criticism in the preparation of the manuscript I am indebted 
to Mr C. J. Smit, my fellow-student at the London School 
of Economics and Political Science, especially in connection 
with the sections on South Africa, to Dr. T. E. Gregory of 
the London School of Economics and Political Science, and 
to Dr H. Parker WiUis, Dr. Benjamin Haggott Beckhart, 
and Dr. James W. Angell of Columbia Umversity 
For the interpretation^ placed upon events and for all 
expressions of opinion m the text the author is, it is perhaps 
needless to say, solely responsible 

WILLIAM ADAMS BROWN, Jn. 


Providence, October, 1928. 
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CHAPTER I 


THE TRANSITION FROM THE OLD GOLD 
STANDARD TO THE NEW 

The international gold standard is a legal, not an economic 
category The most characteristic features of its operation 
are the result of the adimmstrative interpretation given to 
monetary law. This was true of the gold standard as it 
existed in 1914, and it is true of the gold standard of to-day. 
In the intervemng years, however, important changes have 
taken place, not only in the terms of the monetary legis- 
lation of many gold standard countries, hut also in the 
method and the spirit with which important currency 
systems now defimtely related to gold are administered. 
These changes are of such a character as to warrant drawing 
a sharp distinction between the gold standard of pre-war 
days and that of the present time The gold standard has 
developed smce 1914 and will continue to develop in future 
years The fact that the world has not returned to exactly 
the same monetary standard that existed before the war 
IS evidence of the truth that m this field, as in all others, 
it IS impossible to stand still. There must be either pro- 
gress or retrogression in the development of monetary 
standards, and it is the contention of this book that since 
1914 there has been progress 
Before the war the international gold standard rested, 
as it does now, upon two legal pillars : first, the identi- 
The Old Gold fication by law of the monetary unit of gold 
Standard. standard countries with a certain weight of 
gold , second, the estabhshment of central agencies, 
whether treasuries, mints or central banks, at which gold 
could be freely bought and sold at fixed prices determined 
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by the gold content of the monetary unit thus legally 
defined It was further essential to the pre-war gold standard 
that there should be unhmited and unrestricted exchange- 
ability between gold and all other types of money, and 
that no restnctions should be placed upon the use of gold 
coming into the hands of private citizens, either as currency 
or by purchase Free convertibdity, free melting, free 
export were the corner-stones upon which the admimstra- 
tion of the old gold standard rested. It is a commonplace 
of economics that no country need lack gold provided it 
IS willing to pay for it, for gold will move to those countries 
where most will be given for it The legal arrangements 
which constituted the gold standard determined how much 
would be given for it m different gold standard coimtnes, 
and therefore the direction of its movement. The existence 
in every gold standard coimtry of some agency wiUing to 
give a fixed number of units of purchasing power in exchange 
for a fixed weight of gold, or the reverse, whatever the 
value of those umts of purchasing power might be, meant 
m effect that in every gold standard country there existed 
some agency wilhng to buy gold when it was dear, and 
seU gold when it was cheap This, and this alone, caused 
gold to move in such fashion as to offset the balance of 
other international payments, and permitted it to set in 
motion those corrective forces which made it possible to 
confine the fluctuations of the exchange to the small area 
above or below the mint par fixed by the gold import and 
export pomts 

These corrective forces have long been the chief subject 
of gold standard analysis Unless international gold 
The World movements were caused by disturbances in 
Value of Gold the exchanges of a purely passing or temporary 
nature, they involved an adjustment m the value of gold 
in the countries concerned through changes m the general 
price levels of those countries As long as such changes in 
pn^e levels did follow the movement of gold to and from 
gold standard countries, and it was a p^mary condition 
of the successful operation of the gold standard that they 
should do so, it was possible to attach defimte sigmficance 
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to the expression, “ the world value of gold ” For under 
these circumstances the currency units of different countries 
on the gold standard did in fact stand in approximately 
the same relationship to each other in purchasing power 
as they did in the number of grams of gold for which they 
were exchangeable In the language of formal theory, 
the mint panties and the purchasing power panties tended 
jto be equal It followed that the command over other 
forms of wealth possessed by a given weight of gold was 
about equal m aU gold standard countries. In this sense 
gold had a world value ^ So complex and difficult to 
measure were the forces determining this world value of 
gold, however, that for each gold standard country it 
seemed an objective fact. The monetary policies of each 
gold standard country were directed to keeping its own 
currency unit at par with gold in purchasing power. Yet 
the willingness of all gold standard countries taken to- 
gether to exchange their currencies for gold, constituted 
the monetary demand for gold, and was the chief element 
in determining its value 

The war destroyed the international gold standard 
existing m 1914 because it destroyed the willingness of 
The Destruction European countries to seU gold freely without 
t/omi Gold meant m every country 

standard by the directly concerned m it and in many others. 
Great Wax inflation of Credit. It meant that* gold, at 
the mint prices estabhshed by the monetary legislation 
of these countries, became cheaper and cheaper as infla- 
tion progressed and the purchasing power of their respective 
currencies declined. Therefore the incentive to purchase 
gold in such countries at the mint pnce for use in the 
arts or for sale to other countnes in which prices had not 
risen to the same extent became greater and greater 
Consequently it was impossible for European countnes 
to continue to sell at the imnt pnce after the outbreak 
of the war without expenencmg a dram of gold But 
under the extraordinary circumstances of the tune a Arain 

^ The influence of the Eastern and non-monetaxy demand for gold upon 
its value IS discussed in Chapter XI, p. 273. 
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of gold would not have set m motion the correctives which 
gold standard principles required. One of the most im- 
portant of these was deflation m the gold losing country, 
but war had broken down the hmiting relationship between 
the quantity of gold held m most European countnes and 
the total amount of means of payment in those countries 
Deflation would not have followed gold exports durmg 
the war. Such exports would have meant merely the 
dissipation of gold reserves 

The abandonment of the gold standard consisted essen- 
tially in the prevention of the movement of gold from one 
country to another in search of the best market This 
meant the destruction of the world market for gold and 
the estabhshment of diflerent values of gold in different 
countries. In many countnes such as France, ^ Germany,^ 
and Russia, the abandonment of the gold standard was 
accomphshed by the simple expedient of the suspension 
of convertibility, followed after an interval by the placing 
of an embargo upon the private export of gold In England 
other measures were taken to accomplish the same end 
First, aU gold newly produced within the British Empire 
was diverted from its best markets and sold to the Bank 
of England at the standard price of 77s ^d. per standard 
ounce by an agreement reached between aU. the parties 
directly concerned. Second, pressure was brought to 
bear upon those who wished to redeem notes at the Bank 
of England or to secure gold for export to refrain from 
doing so by appeal to patriotism The ordinary operations 
of the London bulhon market in gold were suspended, 
and those through whom gold exports were ordinarily made 
were unwilhng to act against what was considered the gen- 
eral interest in time of war for the sake of exchange profit.^ 

® The Bank of France suspended specie payments on August 5, 1914 
The private export of gold from France was prohibited by a decree dated 
July 3, 1913 

® The Reichsbank was released from the obligation of redeeming its 
notes in gold under the terms of legislation passed on August 4, 1914 
At the same tune private note-issuing banks were permitted to redeem 
their notes in Reichsbank notes which were declared lawful money 

Cf Jaeger, Ruth M , StaUhzaHon of the Foreign Exchanges, New York, 
1922, pp. 20-21. 
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Furthermore the incentive to the withdrawal of gold 
from England was not very strong during the war 
Not tdl early m 1915 did the sterling-dollar exchange 
fall permanently below even the peace-time gold export 
point The rate did, indeed, dechne severely in 1915,® 
but early in 1916 the sterling-doEar rate was pegged at 
about 476, approximately at the war-time gold export 
point Thereafter little prospect of profit was afforded 
to prospective gold exporters Even in England, how- 
ever, drastic measures were taken before long to protect 
the country’s gold reserves On December 5, 1916, all 
incentive to buy gold at the Bank of England was destroyed 
'by the issuance of regulation 30 E under the Defence 
of the Realm Act prohibiting the melting of gold coin, 
or its use otherwise than as currency,® and on May 10, 
1917, the export of gold was prohibited outright by pro- 
clamation under authority of the Customs and Inland 
Revenue Act of 1879’ In the United States, also, the 
practice of sellmg gold freely without restrictions, which 
is essential to the maintenance of the gold standard, was 
abandoned by the estabhshment of a partial embargo 
on gold exports in September, 1917, in order to permit the 
expansion of bank credit to meet the needs of war finance 

While the international gold standard as a working 
institution, complete and functiomng in all its several 
parts, succumbed in this manner to the exigencies of war 
finance, its machinery remained unimpaired m one important 
respect There was no change in the wiUingness of gold 
standard and former gold standard countries to buy gold 

® Gold left England in considerable amounts in 1915 Messrs Mocatta 
and Goldsmid’s Annual Circular records an export of ;^35,ooo,ooo in gold 
com during that year, practically two-thirds of which was taken for 
America, but offers no information as to the nature of the shipments 

« The Regulation reads “ A person shall not melt down, break up, 
or use otherwise than as currency any gold com which is for the time 
being current in the United Kingdom, or m any British possession or 
foreign country , and if any person acts in contravention of this 
regulation he shall be guilty of a summary offence against these regula- 
tions ” The further regulation making it illegal to buy or sell gold coin 
at a premium within England was not made until May 18, 1918 Grady, 
H F , British War Finance, 1914-1919, New York, 1927, p 39 

’’ Commission of Gold and Silver Inquiry, United States Senate, Foreign 
Currency and Exchange Investigation^ Serial g, Vol I, p 276 
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at the old fixed prices a The fact that this was true of 
the United States was of primary importance in shaping 
the whole course of events m the years which are to be 
studied. Aside from this, when the war ended, practically 
every condition necessary to the existence of the international 
gold standard was absent There was no world market for 
gold and consequently no true world value of gold. The 
mint prices of gold of pre-war days no longer expressed 
in any degree the purchasing power of different currencies 
relatively to each other or to gold, and new mint prices 
had not been established The course of trade m all 
belligerent and in many neutral countries had been violently 
diverted from its accustomed channels, and there was no 
knowledge of how it would flow under the new conditions 
of peace, or how the adjustment from war-time to peace- 
time production would be made Large areas of Europe 
were not far from actual starvation and did not have the 
means of making payment to the one source of immediate 
supply, the United States Therefore the economic basis 
for stable exchanges at any level was absent In addition, 
most dif&cult problems of political and financial adjustment 
between nations still embittered by the war spirit were 
awaiting discussion and solution There was no room in 
the world of 1919 for so finely balanced a device as the 
international gold standard of pre-war days. 

The condition of absolute confusion which reigned in 
international trade immediately after the close of the 
The Policy of war was of immense and sinister sigmficance 
England for England England was under the strongest 
economic compulsion to attempt to overcome this con- 
fusion by some means in order to estabhsh the economic 
equilibrium essential for the development of her trade. In 
other words, in order to preserve and strengthen the sources 
of her economic power England had, at all costs, to restore 
those normal conditions of international trade and exchange 
without which there could be no thought of the re-estabhsh- 
ment of the international gold standard. It may truly 

® Even in this respect there were a few interesting, though relatively 
unimportant, exceptions during the reconstruction period. 
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be said that from the day on which England 'first abandoned 
the gold standard she never had any polity other than to 
return to it at the earliest possible moment Her effort 
to return to gold was part and parcel of the greater effort 
to regain the industrial, commercial and financial power 
which had been so shaken by the strain of the Great War. 
In a study devoted to the technical history of the restora- 
tion of the international gold standard after the war, and 
to an analysis of the changes and modifications which it 
underwent in the process, a central place must of necessity 
be given to the steps by which England slowly and dehb- 
.erately, but with extraordinary tenacity of purpose, broke 
down one by one the obstacles to the return to gold during 
the six-year period between 1919 and 1925 
The task of tracing the broad lines of development 
which led eventually to the restoration of the gold stand- 
The Guides to Europe appears at first sight a weU- 

be Followed in nigh hopeless one The deeper and more 
this Study fundamental currents which shaped the finan- 
cial history of the reconstruction period he hidden beneath 
a great mass of important detail, bewildering in its pro- 
fusion and absorbingly interesting in itself It is pos- 
sible, however, in tracing out the course of events leading 
to the return to gold to follow two guides, which, properly 
analysed and understood, give the clue to much that lies 
back of the emergence of the new type of gold standard 
of post-war days These are the London bullion market 
and the sterlmg-doUar exchange market In these markets 
the innumerable concrete transactions by which the return 
to gold was accomphshed were, in fact, cleared and offset 
against each other These transactions were the definite 
embodiment of pohcies adopted by Governments or of 
private bargains of individuals whose estimates of their 
own interest were affected by such pohcies. They require 
for their interpretation a vision of mighty forces slowly 
working themselves out through the agency of multifarious 
and apparently unrelated market dealmgs undertaken 
with no thought of conscious co-operation for any general 
purpose. In studying them the influence of changes in 
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the relative price levels of different countries is already 
taken into account For such changes in price levels are 
among the antecedent conditions influencing the con- 
clusion of the bargains settled in the exchange market 
By tracing the dealings in the exchange and bullion markets 
to their source the general pohcies designed to further the 
return to gold are revealed, and it becomes possible to 
estimate in a certain measure the degree to which these 
pohcies were successful. 

Some general features of the transition years between 
the end of the war and the return of England to the gold 
standard will be mentioned here to indicate 
T^kofSag- the general pattern of the events which will 
described in detail m the body of this study, 
mg 00 matter in its simplest terms, what 

England set out to do in 1919 was to create a situation 
in which the Bank of England could again undertake to 
sell gold at 77s i.o\d per standard ounce in unlimited 
amounts and without restriction as to melting or export. 
The first thing to be done towards this end was the re- 
establishment of a market for gold sufficiently wide to 
bring into being again a true world value of gold As 
head of the British Empire, England was able to con- 
tnbute directly to this end in connection with the negotia- 
tions leadmg to the abandonment of the restrictions on 
the movement of gold from South Africa and to India 
The second essential step was to determine accurately 
]ust what the value of the pound sterling was after the 
war m terms of gold This was accomplished by with- 
drawing support from the sterhng-dollar exchange and 
allowing the pound to find its own level With the ground 
thus cleared there remained the task of bringing the pur- 
chasing power of the pound in terms of gold back to what 
it was before the war. This was, m fact, far from a simple 
process. Before the war the great source of stabihty in 
the value of gold was the large number of participants m 
the gold market. There was a tremendous inertia to be 
overcome before broad general movements of prices over 
a wide area such as were necessary to bring about changes 
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in the value of gold could take place Changes of this kind 
could only be gradual But dunng the war the number 
of participants in the gold market was greatly reduced 
The single great source of monetary demand for gold was 
the United States, and for reasons to be given later the 
world value of gold was identified with the value of the 
money of the United States Under these conditions 
changes in the world value of gold ceased entirely to resemble 
the slow movement of some great mass in nature, but rather 
became extremely volatile As a result the world value 
of gold presented a moving target to England and to other 
countnes seeking to relate the value of their currencies 
to it. And it was likely to remain so until the restoration 
of the gold standard in at least a few important countnes 
should again widen the number of currencies for which gold 
might be freely exchanged at fixed pnces The accom- 
phshment of this latter aim involved a choice on the part 
of aU countnes desirous of returmng to the gold standard 
between devaluation and deflation This study wiU not 
enter into the debate between the claims of these two 
methods of making possible the re-entry of a large number 
of participants into the world market for gold, for in the 
case of England the alternative of devaluation was never 
senously considered But the variabihty which attached 
to the world value of gold after the war, due to changes 
in the purchasing power of the doUar in the United States, 
will engage the most careful attention, for it profoundly 
modified the task of England m returning to the gold 
standard 

The extreme variations in the value of gold introduced 
a double aspect into the Enghsh problem, that of adopting 
The Interest of ^^^^sures to alter the value of the pound 
England in Sterling in terms of gold, and that of adopting 
iEpments^to^ measures to influence the fluctuations in the 
the United value of gold itseh. In both of these respects 
States actual movement of gold m the years 

1919-1925 was of the greatest importance From two 
points of view it was to the interest of England and of 
Europe generally to ship gold to the United States. In 
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the first place, gold represented a means of payment for 
goods urgently needed to meet the cnsis left by four years 
of unexampled destruction by war By building up 
dollar exchange it enabled many goods to be bought that 
could not otherwise have been paid for It was one of 
the prime instruments by the use of which the aid of the 
United States was actively enlisted in the work of European 
reconstruction It accomplished this purpose because there 
was in the United States a compulsory buyer of gold 
obhgated by law to take aU that was offered at a fixed 
price, regardless of the benefits or injunes that might be 
entailed thereby for the citizens of the United States In 
the second place, the shipment of gold to the United States, 
and its absorption there into the American monetary 
system, appeared hkely to cause inflation in the United 
States On the old gold standard principles, indeed, such 
a result was inevitable Inflation in the United States 
under the post-war conditions meant a fall m the world 
v^ue of gold, and a dimmution in the adjustments required 
of countries with depreciated currencies in raising their 
currencies to their pre-war relationship to gold It was 
therefore doubly important that gold should move to 
the United States in large volume from the point of view 
of the effort of England to return to the gold standard. 

In order to keep a large volume of gold steadily moving 
to the United States it was in the first place necessary 
The Relation- ‘that the supply of new gold should continue 
in^a produced in undimimshed volume 

and the United This was, in fact, the case dunng the whole 
l^at^tothe of the reconstruction period m spite of the 
land to Return great diminution in the value of gold dunng 
to Gold and immediately after the war It will be 
an important part^ of the present study to examine the ways 
and means that were adopted to prevent any senous falling 
off in the gold production of South Africa. On the other 
hand it was necessary to hold in check as far as practicable 
the great Indian demand for gold Another important part 
of this study is therefore devoted to those developments 
in India which bore directly on the volume and intensity 



TfanstUon from Old Gold Standard to New 13 

of Indian demand for gold Finally, the success of this 
side of British pohcy and its influence on the value of gold 
was dependent upon the use to which the gold was actually 
put after it reached the Umted States. It was substantially 
true that the results which the immense gold shipments to 
America produced upon the Amencan price level were dis- 
appointing from the point of view of England An analysis 
of the treatment of gold in the United States in order to 
determine why this was so wiU therefore form stiU. another 
important part of this study. For these reasons the move- 
ment of gold between South Afnca, England, India and 
the United States wiU bulk large in the account of the 
return of England to the gold standard given in the fol- 
lowing pages. It wiU provide a framework to which other 
important shipments of gold to the Umted States which 
had their part in shapmg the whole development will be 
related. 

In returmng to the gold standard, therefore, England 
played a by no means passive part m determining the value 
other Essential her efforts exerted in other 

Elements in directions towards the achievement of her 
Bntisii Policy, eq^iaUy noteworthy During the 

whole of the reconstruction period the pound sterhng was 
made the vehicle of international transactions resulting 
from the political and economic unsettlement on the Con- 
tinent. These transactions set up violent disturbances in 
the exchange market m London, and it was a prerequisite of a 
successful return to gold that the causes of such disturbances 
should be removed. The financial and diplomatic pohcy 
of England on the Continent of Europe was an important 
factor in preparing for the return to gold, for it was directed 
to the creation of conditions that would promote political 
and economic peace and the growth of i^rade. FinaUy, m 
the sphere of domestic monetary and credit policy England 
chose the most direct, though also the most difficult road 
towards the attainment of the conditions necessary for a 
return to the gold standard, the road of budget equihbnum, 
deflation and taxation. The bearmgs of English monetary 
pohcy upon the fortunes of the pound sterling in relation 
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to the dollar form an essential part of any account of the 
return to the gold standard. So also does the internal 
conflict of economic interest within England which was 
brought into sharp rehef by the final steps taken to bnng 
about the actual return in 1925. 

England thus attacked the problem of the return to gold on 
many fronts with resource and determination She fought 
The Emergence battle Upon her own reserves of econo- 

of a New Gold mic power, and only in the final steps towards 
Standard. achievement of the goal received specific 

help from the United States But when the gold standard 
was finally re-estabhshed upon a truly international basis, 
the role of the United States in its administration became of 
great, if not of dominant importance This was the more 
significant because of the many new problems of an adminis- 
trative character which made the gold standard an essen- 
tially different thing from what it was before the war. 
During the war period gold had accumulated in the United 
States upon a scale unprecedented before that time The 
very processes which had made possible the restoration 
of the gold standard in England and in other countries 
had contributed during the reconstruction penod to aggra- 
vate the situation by adding enormously to the already 
large gold stock of America The distribution of gold 
which finally resulted raised problems which could not be 
solved upon the principles of the old automatic gold stan- 
dard The expenence of the post-war penod brought 
with it also the development and perfection of a monetary 
technique which made it feasible to lay plans for the dehb- 
erate control of the value of gold itself Such an under- 
taking formed no part of the old gold standard philosophy. 
And, most conspicuous of all, even though least important, 
the gold standard emerged from war and reconstruction 
without the gold* currency once regarded as essential to 
it. An analysis of the nature and importance of these 
differences between the old gold standard and the new 
forms the concluding section of this study. 



PART I 

JANUARY, 1919— JUNE, 1920 




CHAPTER II 

GOLD REGAINS A WORLD MARKET 

The world market for gold was one of the casualties of 
the Great War. When the Peace was concluded gold 
was no longer permitted to move freely from one part of 
the world to another in response to the famihar stimuli 
It no longer possessed a purchasing power over goods 
and services approximately umform over a great part 
of the world The value of an ounce of gold newly won 
from the earth no longer depended upon the world value 
of the metal, but upon a variety of other circumstances 
Among these were the place of production and the nation- 
ahty of the producer, the fluctuations in purchasing power 
of the currency in terms of which it was sold, and of that 
in which the proceeds were remitted to the producer, the 
rate of exchange, often arbitrarily fixed, between the two, 
and above aU the legal arrangements governing the price 
paid for it and limiting the markets in which it could be 
oflered The possessors of equal amounts of fine gold in 
South Africa, in India, in the United States and in France, 
for example, were not equally rich They could not con- 
vert this wealth into equal amounts of general purchasing 
power by ofitenng it for sale m a common world-wide market 
There were, in effect, several closed systems ^ within each 
of which a value of gold was determined independently 
of the others by forces far narrower than those which m 
pre-war days had determined the worm value of the 
metal. 

1 Not, of course, closed to Governments, which could break down 
barriers which they themselves had set up, and make or permit arbitrary 
and irregular shipments between markets ordinarily not mutually acces- 
sible 
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As was pointed out in the previous chapter, however, 
the value of gold was in general identified with the value 
of the American dollar, and the depreciation 
tionofthe 01 other currencies in terms of gold was 

Value of Gold measured by their depreciation in terms 
mng American dollar This view was 

vnth the Value based Upon the commonly accepted view 
o the Do ar United States was the one great 

country which had never abandoned the gold standard 
during the war, and which had always maintained its 
currency at par with gold. But this idea was really not 
strictly accurate m several important respects. It is 
quite true that free convertibihty had been maintained 
between an ounce troy of gold, 1,000 fine, and $20 67-j-, 
and that two things freely convertible into each other have 
the same value But it is also true that throughout the 
war and up tiU April, 1925, the £5 Bank of England note 
was continuously convertible into five sovereigns 2 Yet 
no one demed the depreciation of the Enghsh pound on 
this account, and the circumstance is only mentioned here 
to illustrate the fact that it was not merely the conver- 
tibihty of the American dollar at par into gold which led 
to its identification with gold. Nor could the identifica- 
tion of the dollar with gold be justified on the ground 
that a free gold market was maintained m New York, for 
at the beginning of 1919 the embargo on the export of 
gold imposed by Presidential proclamation under the 
Espionage Act on September 7, 1917, was still in force ^ 
No gold could leave the Umted States except at the dis- 
cretion of the Federal Reserve Board and subject to the 
approval of the Secretary of the Treasury. Export hcenses 
were in practice granted sparingly and gold did not leave 
the country in sufficient quantity to prevent the dollar 

2 Conversions in small amounts on the part of holders to prove their 
right actually did take place, though a moral pressure, based on the 
appeal to patriotism, ■was brought to bear to deter the note-holder Similar 
difl&culties for those desmng to convert currency into gold were not 
unknown in the United States 

® For a general discussion of the Amencan gold embargo, see Beckhart, 
B H. , The Discount Policy of the Federal Reserve System, New York, 1924, 
pp. 263-276. 
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from remaimng at a discount in Spain, the Argentine, 
Holland, Switzerland, Sweden and other countries. Gold 
movements no longer had the effect of keeping purchasing 
power panties and mint panties together even between 
the United States and neutral countries However con- 
venient it might be to speak of the dollar as being identical 
m value with 23*22 grains of gold, such a usage involved a 
real and arbitary over-sunphfication of the case For if 
it was true that the Amencan dollar alone had suffered 
neither appreciation nor depreciation in terms of gold, 
then it followed that, in 1919, the value of gold in England 
or in France was less than its world value, while the value 
of gold in Spain and in the Argentine, to say nothing of 
India, was greater than its world value Nevertheless, 
there was substantial justification for the somewhat loose 
and inaccurate way of thinking and speaking of the value 
of a quantity of gold as identical with the purchasing 
power of the dollars for which it would exchange The 
Umted States Mints and Assay Offices were prepared to 
purchase any amount of gold offered to them at $20 67 -j- 
per fine ounce, and at that pnce gold commanded a greater 
purchasing power than could be obtamed by offenng it 
at the statutory rate to the central bank of any European 
nation Furthermore, the prohibition of exports was not 
absolute and some gold could be withdrawn from the 
reserves of gold of the Umted States These facts, in 
conjunction with the preponderating commercial and 
financial importance of the Umted States immediately 
after the war, made it possible for many practical purposes 
to regard the world value of gold as being determined by 
its value in the United States 
At the same time the value of the most important new 
additions to the world’s gold stocks— those produced within 
The Value of British Empire— was quite independently 
New Brltih determined and did not affect, and was not 
affected by the value of gold in the United 
of 1919^ States The general arrangements worked out 
^ early in the war for the purpose of mobihzing 
the Empire’s gold resources and strenetheninp“ the ^nld 
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reserves of the Bank of England were stiU in effect. There 
was an embargo upon the export of gold from Australia, 
and control over the production of the Commonwealth 
was concentrated in the hands of the Government.^ The 
product of the South African names was stiU. being mar- 
keted under an agreement entered into by the Union 
Government, the Bank of England, the South African 
Banks and the gold producers at the outbreak of the war. 
Under this agreement the Bank of England purchased 
and took dehvery of gold m South Africa at 77s per 
standard ounce, advancing 98I per cent of the purchase 
price against delivery ^ The price of 77s <^d per standard 
ounce represented the value of gold in England, for it was 
the pohcy of England, successfully carried out by the 
measures mentioned in the previous chapter, not to permit 
the appearance within England of a premium on gold in 
terms of the paper pound But it was about 2 per cent, 
less than the value of gold m the United States, and 
very much less than its value in India There were, how- 
ever, m these arrangements certain offsetting advantages 
to the gold producers which arose from the pegging of 
the Empire exchanges These will be dealt with at 
a later point 

In India still other and special conditions deter- 
mined the prices by which the value of gold was ex- 

* *' With a view to enabling the Australian Government to obtain 
control over the coinage output of the Austrahan Mints, the ‘ Austrahan 
Branch Mints Proclamation, 1916 ' was issued, dated July 28, 1916 This 
modification ol the proclamation establishing the Branch Mints jirovidca 
that the Deputy Mastcis may, during the coniinuance of the picicnt uar 
and a period of one year theieafter, instead ofdehveiing coin, make pay- 
ment for gold bullion brought to the Mints in such manner as may be 
provided bj regulations Amended regulations for the receipt and coinage 
of gold at the Australian Branch Mints were accordingly issued author- 
izing the Deputy Masters to payfoi deposits by cheque ” Deputy Master 
and Comptroller of the Mint (London) Forty-stventh Annual Report, 
1916, published 1918, p 16 

" The embargo on the export of gold from the Commonwealth resulted 
in the cessation of the issue (at -Uie Perth Mint) of small bars for the Indian 
market ” Ihid , p 17 

® Although delivery was taken m South Africa, the cost of insurance 
and freight and other charges was home by the gold producers. Trans- 
vaal Chamber of Mines, Thvrtteth Annual Report, for the year 1919, p 251, 
" Statement on the Marketing of Gold "presented to the Low Grade Mines 
Commission 



21 


Gold Regmns a World Market 

pressed.® '' At the commencement of the year (1919) aU 
The Value of which gold could (legally) ’ reach the 

Gold in India puhliaof India were closed.” ® All gold imported 
Sm India was purchased by the Indian Govern- 

ment and used to strengthen the monetary 
reserves of the country Cut off from new supphes the 

® Since India is a silver-using country changes in the value of gold in 
India are reflected in fluctuations in its pnce in rupees^ and not in changes 
in the general level of prices They can therefore be measured with pre- 
cision, and it IS possible to study them in exactly the same way as changes 
in the pnce of any other commodity The shift in point of view, how- 
ever, which must always be made when attention is turned from a con- 
sideration of the value of gold in gold standard countries to a considera- 
tion of its value in India, though necessary, is not always easy 

® The high price of gold within India was a standing temptation to 
smugglers The total amount of gold smuggled into India was undoubtedly 
very large During the fiscal year 1919-1920, for example, as many as 
208 seizures of smuggled gold, amounting to over ;^55,ooo, were made 
by the Customs Administration of the Bombay Presidency alone In 
fact, the various restrictions on the movement of gold to which reference 
has been made gave rise to a world-wide contraband trade in the metal 
not devoid of picturesque features One important source of contraband 
gold was the border between South Africa and Portuguese East Afnca 
In October, 1919, the Transvaal Chamber of Mines even went so far as 
to recommend to the mining industry that it pay its native labour, 
largely recruited from Portuguese territory, in bank-notes and silver 
instead of gold, and finally induced the Union Government to place an 
embargo on the export of gold over its inland borders The so-called 
dram of gold overland was, in fact, one of the important reasons given for 
the abandonment of the gold standard in South Afnca Messrs Samuel 
Montagu & Co have preserved several examples of the way in which 
this trade was earned on in their weekly Bullion Letter For example, 
the Letter of March 25, 1920, records as follows “ On Monday the 
Karachi Customs officials seized 23,000 British and Turkish sovereigns 
being imported into India from the gulf in a dhow The coins were care- 
fully concealed in packages of dates and were only discovered by a Cus- 
toms official probing the packages of dates with a long steel needle which 
came into contact with something hard The dates being unpacked 
bundles of com were discovered ” The same authority on June 30, 1920' 
quotes the Times of India under date of May 5 as follows “ On the 
arnval at Rangoon of the steamer Ring Moh from China and the Straits 
a Customs officer made a large seizure of gold coins in the water-tank 
The full amount of the seizure is not yet known, but hitherto over /15 000 
worth of British and American gold coins have been counted The water 
K being pumped out of the tank where other boxes are still 'unrecovered ’ ” 
Sovereigns were discovered in tubes of vasehne shipped from South Africa 
to India, but perhaps the most original method of moving gold is recorded 
in the Letter of November 17, 1921, as follows " According to a tele- 
gram from Aabenraa (Slesvig), Customs officers on the Dano-German 
frmtier were to-day inspectmg a locomotive constructed in Germany for 
a Danish firm to be dehvered on November 8, when they found in it gold 
ingots to the value of 24,000,000 gold marks, the intention evideW 
to smuggle the gold out of Germany The Customs officers con- 
fiscated the ingots 

« Report of the Controller of the Currency, India, 1919-20, p. 20, 
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domestic demand carried the rupee price of gold to record 
levels In fixing the price at which it would purchase 
imported gold, however, the Indian G(|!/ernment paid no 
attention to the domestic price of the metal. Moreover, 
it took no account of the depreciation of the pound in 
terms of the dollar. Its “ acquisition price ” was based 
upon the standard price of gold m London and the sterling- 
rupee exchange rate ® It was willing to give no more for 
gold than it would for pounds sterhng, and maintained 
the fiction that the two were identical in value In effect, 
it offered to pay prospective shippers of gold to India not 
what gold was worth m India, or what it was worth in the 
United States, but what it was worth in England. The 
compulsory sale of imported gold to the Government at 
an “ acquisition pnce ” fixed on this basis offered very 
few inducements to the private import of gold in India, 
but it effectually excluded the pubhc in India from the 
world’s gold markets The pent-up Indian demand there- 
fore did not influence and was not influenced by the value 
of gold outside of India The value of gold in India re- 
sulted from the forces of supply and demand within India 
alone. 

In this way the world market for gold was broken up 
and the consequences for the gold-mmmg industry, m 
combmation with other more general diffi- 
- SmSg chlties ansmg from the war, were serious. 
Industry at the In the United States the method of marketing 
gold underwent no change dunng or after 
the war.i® The current output continued to 
be sold to the Umted States Mmts and Assay offices at 
$20 67i--{-per fine ounce But the increase m the costs 
of production due to the dechne in the purchasmg power 
of the dollar gave nse to strenuous agitation for some 
sort of Government grant or subsidy, on the ground that 
gold mming was an essential mdustry placed m an especially 
difficult position, and that every nerve should be strained 

® Report of the Royal Comnasston on Ind%an Currency and Finance, 
1926, Vol II, pp 12 ft 

10 Spurr, J E , and Wormser, F H., ed. The Markettng of Metals and 
M%nerals, New York, 1925, p 64. 
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to see that as much gold as possible should be produced. 
This determined agitation cuhnmated in March, 1920,^1 in 
the McFadden Gold Bonus Bill which provided for the 
collection of an excise tax on all gold articles sold in the 
United States at a rate of $10 per ounce of gold contained 
and the payment of a premium of |io an ounce to pro- 
ducers of new gold in the United States upon delivery of 
such gold at the Mint This movement chd not reach its 
high point tdl just at the peak of inflation in the Umted 
States, but as early as the begmmng of 1919 gold bonus 
proposals were already engaging the attention of a 
special gold committee appointed by the Secretary of the 
Treasury 

Similar difficulties were producing similar results in 
the Transvaal, but there the gold producers had an additional 
gnevance to present. For although the American gold 
producers were suffering from the effects of the decrease m 
the value of gold in America, those of the Transvaal were 
obhged to sell their product on less favourable terms even 
than their fellow-producers m America. Nevertheless, 
the situation in the Transvaal did not become acute during 
the first three years of the war During this period working 
expenses in the Rand rose no more than 5 or 10 per cent 
But this was due to special reasons of a temporary nature 
As early as November, 1917, attention was being called 
to the position of certain low-grade mines and the matter 
was referred to a Select Committee by the South African 
Government To this Committee proposals for subsidies 
to the industry were made, but without success This 

BecHiart, B IR. , op cit , pp 273-4 

Mineral Industry, 1920, p 242, quoting from an article by H. N 
Lawrie in the Bulletin of the American Mining Congress, January, 1921 

The report of this Committee was made on February ii, 1919, and 
was adverse to the claims of the gold-mining industry for special con- 
sideration It reached the conclusion that “ no steps should be taken 
by the Government to stimulate or promote the production of gold 
Annual Report of the Secretary of the Treasury on the State of the Finances, 
1919. p 109 

Professor Lehfeldt states these reasons as follows (i) Local stores 
remained cheap, partly due to the difficulty of export (2) Old stores 
were drawn on to an abnormal extent (3) Help was probably given by 
the Bntish Government with regard to indispensable purchases Lehfeldt, 
R A , Gold, Prices and the Witwatersrand, London, 1919, pp 84-5 ' 
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preliminary agitation was followed in July, 1918, by the 
formation in London of a Gold Producers’ Committee, repre- 
senting the producing mterests of the Empire These 
united interests addressed a vigorous letter to the Chancellor 
of the Exchequer suggesting an inquiry and putting the 
matter not merely on grounds of commercial interest, 
but on the ground also that the augmentation of the supply 
of gold was of the greatest moment to the State These 
representations led to the appointment of the Gold Pro- 
duction Committee and to its report, adverse to the gold 
subsidy idea, rendered November 29, 1918, ]ust after the 
Armistice This report is remarkable for the views con- 
tained in it as to the value of gold, particularly the phrase 
with which it gives the coup de grace to the contentions of 
the gold producers " Gold being the standard of value — 
no more can properly be paid for it than its value in 
currency,” namely, 77s gd The conclusions of this 
committee, were, not unnaturally, received with consider- 
able dissatisfaction by the gold-mining interests, which 
turned their attention more earnestly towards obtain- 
ing a free market for their product, and towards wage 
reductions 

A steady dechne in gold production m the principal pro- 
ducing areas of the world, begun m 1916, was still in progress 
upon the conclusion of the peace The falhng output in 
Austraha was due chiefly to natural causes and that of 
Russia to political causes, but that of the United States 
and the Transvaal was attributable to the fall in the value 
of the metal due to war-time inflation It was a reflection 
of the conditions which gave rise to the urgent demands of 
gold producers for rehef which have just been noted. 

The extent of this dechne in production is shown in 
Table i. 


Report of Gold Produchon Committee, Cmd ii, p 9 The implications 
of this phrase have been noted by H F Grady in British War Finance, 
1914-1919, New York, 1927, p 45 

This IS foreshadowed quite clearly by certain cautious passages in 
the address of Mr Wallers, President of the Transvaal Chamber of Mines 
at the Annual Meeting of the Chamber, March, 1919 Twenty-ninth 
Annual Report, p 65 
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TABLE I 

Gold Production of Countries with an Output in 1914 of 
OVER 500,000 Fine Ounces 



Fine Ounces 

1914 

1915 

1916 

1917 

1918 

1919 

United States 

Canada 

Russia 

Australia 

British India , 

Rhodesia 

Transvaal 

AU Others 

4.572,976 

773,178 

1,382,867 

2,301,152 

550,433 

854,481 

8,395,964 

2,409,366 

4,887,604 

918,056 

1,273,362 

2,369,800 

557,399 

915,029 

9,096,106 

2,657,212 

4,479,051 

930,495 

1,088,437 

1,958,017 

542,115 

930,35s 

9,296,848 

3,745,467 

4,051,440 

735,300 

870,750 

1,738,863 

520,360 

834,227 

9,022,102 

2,718,134 

3,320,784 

699,681 

580,500 

1,490,554 
485,236 
„ 631,358 

8,418,377 

2,930,430 

2,918,628 

766,764 

532,115 

1,301,844 

507,260 

593,222 

8,331,651 

2,743,553 

World . 

21,240,416 

22,674,568 

21,970,788 

20,491,176 

18,556,920 

17,695,037 


Figures taken from Reports of the United States Director of the 
Mint 

1916, p 210 1917, p. 256 1918, p 244. 1920, p 292. 

1921, p 278 

Such was the position of gold when the year 1919 opened. 
To a very large extent it had lost the essential character- 
istics which made it a desirable monetary standard It 
lacked the stabdity of value resulting from instant market- 
ability in many countnes at prices which were fixed by law, 
but which alternately attracted and repelled gold as the 
purchasing power of the currencies in which they were 
expressed rose and fell Only by the removal of restrictions 
upon the international movement of gold and by rendering 
available for purchase and sale the existing monetary stocks 
as well as the new production of the world could gold regain 
this pecuhar stabihty of value In part the removal of 
these barriers to the free movement of gold could be accom- 
phshed at the very outset of the effort to restore the gold 
standard in Europe, in part it had to wait until the very 
end By permitting the free flow of gold between South 
Africa, India and the United States, and between the United 
States and aH countries willing and able to buy gold from her, 
a long step could be taken towards creating a uniform value 
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of gold outside Europe to serve as a common standard of 
comparison for measuring the fluctuations in the value of 
European currencies The removal of restrictions on the 
flow of gold to and from Europe itself, however, had to 
await the completion of the major economic adjustments 
which are the real milestones in the history of the return 
to the gold standard 

The first steps in the long and arduous transition between 
the conditions just described and those requisite for the 
Removal of Perfect operation of the gold standard were 
Restrictions on taken in the summer of 1919. On June 9, 
Soddfrom^^ 1919; embargo on the export of gold from 
the United the Umted States was lifted It had been m 
States force for 21 months, and during that penod 

httle change had taken place in the stocks of gold in the 
Umted States Monthly movements, both gross and net, 
had been small and a net import was realized for the whole 
period of $5,294,000.^’ As a result of the restriction, 
though the dollar stood at a discount in various currencies, 
the gold reserves of the Federal Reserve system were still 
in excess of legal requirements A® At the time the embargo 
was removed the ratio of reserve to note and deposit habili- 
ties combined was 527 per cent. The total cash reserve 
held on June 13, 1919, was $2,261,988,000, while the total 
required reserve was only $1,627,876,000, leaving a holding 
of $634,112,000 “ free gold above legal requirements 
The existence of an “ excess " reserve at this time had 
consequences of far-reaching importance Without it 
American gold pohcy could not have followed the course 
which it did, a course which is later to be examined m 
detail ; and post-war financial history would have been 
diflerent Upon the hftmg of the embargo very large net 
exports of gold were made from the United States, of which 
the most important were to Japan, China and the Argentine, 
and, under arrangements to be described, to India From 

Beckhart, B 'R , op cit .p 272 

18 The existence of surplus reserves, preserved by the embargo, was in 
the first instance the fruit of the gold concentration policy developed 
dunng the war 

1 * Sixth Annual Report oj the Federal Reserve Board 1919, p. 122 ) 
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June, 1919, to April, 1920, inclusive, there was a net export 
of $394,163,894 20 Under the operation of the principles 
associated with the gold standard before the war, what 
effects would have been expected to follow from the loss of 
Si mficance of Standard metal in such quantities ? From 
‘‘ExcesT”^° the many expositions of gold standard prin- 
select that contained in the 
Report of the Vissenng-Kemmerer Commission 
on the resumption of gold payments in South Africa 
There is set forth the following doctrine : 

“Whenever a country inflates its currency and circulating 
credit, it makes its currency relatively redundant at home and 
therefore relatively cheap ; its money, therefore, seeks the better 
markets which are abroad The outflow of currency takes the 
form of an exportation of gold smce the country’s paper money 
and silver money cannot be used abroad -4 s gold, specie goes 
out (or into the arts) the currency %s contracted and money at home 
becomes %ncreas%ngly scarce, bank reserves decline, hanks curtail 
their loans, discount rates tend upward, and prices tend downward 
— ^particularly the prices of the more sensitive commodities — 
commodity imports are retarded, while exchange rates are high 
and commodity exports are stimulated. Exchange rates finally 
recede from the gold export pomt and gold stops going out 
because it has become more valuable as money at home than it is 
abroad But if the country refuses to let these restnctmg in- 
fluences operate and keeps pumpmg more paper money into 
circulation or expanding its deposit credits through excessive 
loans, to take the place of gold gomg out, the dram of gold will, 
of course, continue until the gold is all gone and the gold standard 
is broken down.’’ 21 

These effects may be characterized as normal to a dram of 
gold under the gold standard But they did not accompany 
the gold dram from the Umted States after June 9, 1919 
The period which followed was that of the great post-war 
inflation of credit and pnces which culminated just after 
the flow of gold had begun to turn towards the United 
States, in May, 1920 As gold left the country, banks did 

Commission of Gold and Silver Inquiry, op c%t , Tables, Vol I, 

P 434 

21 Report — U. G. No 13, 1925, p xxv. (Italics author’s. 
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not curtail their loans ; (Jiscount rates did not even 
begin to move upward 23 until the gold dram had been m 
progress for five months , prices did not tend downward, 
and commodity exports were therefore not stimulated by 


The total loans and deposits of all member banks on the call dates 
during 1919 and 1920 were as follows 


Call Dates 

Loans 

Deposits 


000,000 

omitted 

1919 



March 4 

13.976 

21.493 

June 30 

15.534 

22,808 

November 17 

17.590 

25.169 

December 31 

18,364 

26,122 

1920 



May 4 

19.497 

24.835 

June 30 

19.784 

25.372 

November 15 

20,080 

25,088 

December 29 

19.767 

24,202 


Thwteenth Annual Report of the Federal Reserve Board, 1926, pp 142-3 


The average rates earned on discounted bills by the twelve Federal 
Reserve Banks from June, 1919, to March, 1920, when the net monthly 
export of gold was never less than 27 million dollars, were as follows 


1919 

Average Rate Earned 
Discounted Bills 

June 

4 20 

July 

4 15 

August 

4’I3 

September 

4 17 

October 

4 15 

November 

. 4 40 

December 

4 55 

1920 

January 

471 

February 

5 20 

March 

5 47 


Thirteenth Annual Report of the Federal Reserve Board, 1926, p 34 


2* The Wholesale Price Index Number for the United States, compiled 
by the United States Bureau of Labor Statistics for 1919 and 1920, was 
as follows 


January 

1919 

199 

1920 

233 

July 

1919 

212 

1920 

241 

February 

193 

232 

August 

216 

231 

March 

ig 6 

234 

September 

210 

226 

April 

199 

245 

October 

211 

211 

May 

202 

247 

November 

217 

196 

June . . 

203 

243 

December 

. 223 

179 
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their cheapness, though they increased for other reasons. 
Yet all the gold of the country did not leave, and the gold 
standard did not break down. These results followed from 
the fact that the gold reserves were regarded from the legal 
and not from the economic point of view A gold drain 
taking place while the gold reserve of the Federal Eeserve 
system was above the legal minimum ratio was regarded as 
something difierent m kind from a gold drain begun while 
reserves were at the legal ratio The difference between 
actual reserves and reserve requirements was treated as 
something that could be spared, and the "restncting 
influences ” were not allowed to enter into operation until 
after the " excess ” reserves had been drained off Yet the 
causes which called forth the export of gold in June, 1919, 
were the same that continued to carry it on as reserves 
approached the legal minimum m May, 1920, and the dram 
was as symptomatic of a disequilibrium in the commercial 
relationships of the United States with other countries and 
called as loudly for corrective action at the one time as at 
the other 

In April, 1920, the net export of gold from the United 
States was changed into a net import, and, with the excep- 
tion of July and August of that year, this was the 'unbroken 
rule each month tiU December, 1925 This change itself 
is not sufficiently accounted for by the recovery of the 
American dollar in the markets where it had been at a dis- 
count For although m May, 1920, the dollar was above 
the gold export point m the Spanish and the other European 
neutral exchanges, yet heavy exports of gold continued to 
South America and Japan throughout the year 1920. The 
reasons for the change are also to be sought in South 
Afnca, in London, and in India. 

The Federal Reserve System was not free to follow its own judgment 
dunng tins period in fixing discount rates and exercising its powers of 
credit control, owing to the policy of the Treasury in insisting upon unduly 
cheap rates for its immense borrowmg operations What would have 
been the relationship between the Treasury and the Federal Reserve 
System had the system emerged from the war at or near its legal TmmTrmm 
reserve ratio is an interesting speculation The history of post-war 
American pubhc finance would undoubtedly have been profoundly different 
from what it actually was. 
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From June 29, 1917, to Jime 21, 1920, all gold imported 
into India by private agency, always leaving the activities 
Government smuggler out of account, was imported 

Control of Gold subject to purchase by the Government at an 
acquisition price Tl^s price was, however, 
1917, to Sept , not fixed throughout the period upon the same 
1919 principles and did not always represent an 

effective bid for gold in the world’s markets, even to the 
extent that these were open to Indian demand Three 
phases are to be noted in the development of Government 
control of gold imports into India The first of these has 
already been touched upon in outhmng the situation in the 
gold market at the close of the war From June, 1917, to 
September, 1919, the acquisition pnce took no account of 
the depreciation of the pound m terms of the dollar But 
after September, 1919, two different plans were devised 
to allow for this depreciation Only one of these, that 
which was in force from September, 1919, to February, 
1920, was really effective 

It should be recalled that by the Indian Coinage Act of 
1906 the Bntish sovereign was made legal tender at is. /[d 
per rupee or 15 rupees to the sovereign It was at this rate 
that, following the recommendations of the HerscheU and 
Fowler Commissions of 1893 and 1898, the rupee had long 
been stabihzed in terms of sterhng by the Indian Council 
Draft system Under the Coinage Act the Government was 
obliged to give 15 rupees for every sovereign tendered to it, 
though it was not bound to give a sovereign for 15 rupees 
on demand When therefore the war-time difficulties in 
connection with meeting the ever-growmg demand for 
remittance on India mipelled the Indian Government to 
divert aU incoming gold to monetary purposes, it was on 

These difficulties arose because of the shoyiage of currency in India 
with which to accomplish these remittances The measures taken to 
counteract this currency shortage were (i) The restriction of the sale 
of council drafts to an approved hst , (2) the purchase of silver from the 
market and from the United States Government under the Pittman Act , 
(3) the purchase of all imported gold and the placing of such purchases 
in the Paper Currency Reserve against the issue of notes Cf Memoran- 
dum by Mr A C McWatters, Secretary of the Government of India, 
Finance Department in Report of the Royal Comrmssion on Indian Currency 
and Finance, 1926, Vol 2, Appendix 3 
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the basis of this rate that an acquisition price was fixed. 
The Ordinance of June ag, 1917,^’ setting up Government 
control of gold imports, fixed the pnce of sale to the Govern- 
ment at I rupee for 7*53344 grams of fine gold, or 15 rupees 
for the gold contents of one sovereign. This action would 
have estabhshed a gold import point in India such that the 
sterling-rupee exchange could not rise above is. ^d. per 
rupee by more than the cost of shipping gold, if it had been 
true, as officially assumed, that there was no depreciation 
of sterhng in terms of gold In fact, however, the purchase 
of Council Drafts in London afforded a cheaper means of 
remittance to India than shipments of gold, and this means 
was utihzed in preference up to the amounts of such drafts 
available Competitive tenders for Council Drafts would 
have resulted in a rupee-sterhng rate weU above is ^d., and 
since it was desired to hold the rate at is. , such tenders 
were not requested On September 26, 1917, it became neces- 
sary to abandon the is /\.d rupee and a rate of is $d. was 
fixed This was raised on Apnl 13, 1918, to is. 6 d Each time 
the Government acqmsition price for gold was correspondingly 
reduced, as shown in Table 2, thus leaving the situation 
with regard to the import of gold unchanged In the mean- 
while, the legal tender value of the sovereign remained un- 
altered at 15 rupees to the sovereign, and the Government 
of India was in the position of paying less to importers for 
accretions to its gold stock held in its Paper Currency 
Reserve than it was obhged by statute to pay to holders 
of sovereigns , m India. The latter obhgation was merely 
academic, however, as sovereigns had disappeared from 
circulation because the market value of gold in the 
Bombay bazaar had nsen far above the equivalent of 15 
rupees per sovereign 

Report of the Controller of Currency, India, 1917-18, p 4 

On the basis of a rupee fixed at is and the pound fixed at 4 76^ 
the cross rate on New Yorkwas 31 75 cents, whereas gold pantywith the 
rupee fixed at is 40: gold was 32 44 cents But Council Drafts were not 
offered in unhmited amounts at is and allotments had to be made 
to the bidders Hence there was the necessity of sending some gold and 
silver remittances to India Dunng the latter half of 1917 a considerable 
import of gold from Japan and America was diverted to the Government 
under its first acquisition price 
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TABLE 2. 


Date 

I 

2 

3 

4 

5 

London 
Market 
Price of 
Silver 

Bullion 
Value of 

I Rupee 
at that 
Price 

Indian 
Coimcil 
Drafts 
Immedi- 
ate T/T 

Acquisition Price of 
Gold in India “ 

Pence per 
standard 
oz 

Pence. 

Pence i 

Rupees per 
Sovereign 

Grains of 
fine gold 
for one 
rupee 

rap 

June 29, 1917 
Sept 26, 1917 
April 13, 1918 
May 13, 1919 
Aug 12, 1919 
Sept 16, 1919 
Nov 25, 1919 
Dec 16, 1919 
Feb 2, 1920 

39 i 

54 

46i 

554 

581 

6ii 

76 

79i 

841 

1467 

20 67 

17 18 

20 62 

21 83 

22 95 

28 23 

29 39 

30 33 

16 

17 

18 

20 

22 

24 

26 

28 

32F 

15 0 0 

14 8 0 
13 12 0 
12 4 6 
II 3 0 

II II 0 

1120 

II 0 0 

10 0 0 

7 53344 

7 79321 

8 2183 

9 2012 

10 1007 

9 662 

10 1622 

10 273 

11 30016 


a Not all changes after September i6, 1919, given here 
6 T/T rate in London on Calcutta 


Sources Col i and Col 3 — London Economist 

Col 2 — from Col i and table in Cmd 528, p 10, 
Parliamentary Papers, 1920, Vol XIV, 

Col. 4 and Col 5 — London Economist, Report of 
Bahington-Smith Commission on Indian Exchange 
and Currency, 1920 , Report of the Controller of 
Currency, India, 1917-18, 1919-20. 

The practice estabhshed m 1917 and 1918 under which 
the price paid by India for gold was reduced whenever the 
rupee appreciated in terms of sterhng was continued until 
September, 1919, and led to a very unusual and lUogical 
situation. The pohcy proceeded upon the theory that an 
appreciation of the rupee in terms of sterhng was the same 
tlnng as an appreciation of the rupee in terms of gold. 
Consequently, when the sterlmg-iupee rate of exchange was 
raised in April and again in August, 1919, the acqmsition 
price was correspondingly reduced But one of the chief 
reasons for raising the rupee-sterhng exchange rate was the 
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rapidly using price of silver which threatened the token char- 
acter of the rupee, as is clearly shown in the Chart Since, 
however, the principal silver-producing countries are the 
United States and Mexico and the principal silver market 
is in London, the London price of silver is pecuharly sensitive 
to the fluctuations in the sterhng-doUar exchange rate. In 
March, 1919, this exchange was released from control and 
the dechne of the pound in terms of the dollar, which was 
identified with gold for the reasons given above, began to 
drive up the price of silver in London The silver market 
was stiU under Government control in both New York and 
London, but on March 21, 1919, there appeared in the 
London Gazette the following order 

" As from the date of this order the maximum price for silver 
bullion m the United Kingdom shall be such price as is equiva- 
lent, at the current rate of exchange, to 95 cents per standard 
ounce " 

In May aU control over the silver market was abandoned, 
and an overwhelming demand for silver from China was 
immediately felt. This added demand, combined with the 
continued rapid fall of sterling in terms of dollars, drove the 
price of silver in London to record heights To prevent 
melting and export of silver rupees the rupee-sterling ex- 
change had to be raised The appreciation of the rupee in 
terms of the pound was, it is clear, due in part to the dechne 
of the pound in terms of the dollar, that is in terms of gold 
It was fllogical, therefore, to act upon the theory that the 
rupee, when it appreciated in terms of the pound had also 
appreciated in exactly the same ratio m terms of gold This 
was, however, the theory upon which the successive adjust- 
ments of the acquisition price were made up to September, 
1919 It was, in fact, an attempt to attach the value of the 
rupee to both sterhng and gold after these two had parted 
company. As such, it could not be successful, and when, 
in June, 1919, the Amencan embargo on gold exports was 
hfted, the Indian acqmsition price was not an effective bid 
for gold Other measures had to be resorted to to attract 
gold from New York Arrangements were made for a time 
Mocatta and Goldsmid, Annual Circular, 1919 
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to sell immediate telegrapMc transfers in India against 
deposits of gold in Ottawa, but little gold was obtained in 
this way Commencing on August 22, 1919, a limited amount 
of telegraphic transfers was also offered in New York by 
competitive tender, and the proceeds remitted to India m 
gold Only 467,000 fine ounces were obtained in this way,®“ 
and the offer was withdrawn in October, 1919. 

Coincident with the re-estabhshment of a free market 
for South African gold in London an essential change in 
Government policy took place. The depreci- 

Controi of Gold ation of Sterling m terms of gold was frankly 
SSid^Hiase The first acquisition rate which, 

—September, m the language of the Financial Secretary to 

1919, to Feb- the India Office, “ meant business ” was the 
ruary, 1920 

rate of ii rupees ii annas per sovereign fixed 
September 15, 1919 The previous rate had been ii rupees 
3 annas, and the change of pohcy is particularly underlined 
by the fact that on the following day the rate for Council 
Drafts was raised 2d to 2s per rupee, which, under the 
hitherto prevailing pohcy, would have been accompamed 
by a further reduction in the acquisition price. A pohcy 
was thus inaugurated under which the Indian rupee was to 
be held at a fixed relationship to sterling, and the pnce 
which India would pay for gold allowed to fluctuate so as 
to correspond with the world value of the metal as ex- 
pressed by the premium on gold in the London bullion 
market. The price was therefore fixed at a point such that 
the cost of remittance to India in gold should be approx- 
imately the same as the cost of remittance by Council Draft 
This pohcy helped to solve the problem of remittance to 
India by fixing a gold import point and permitting the re- 
institution of competitive tenders of Council BiUs In 
addition to encouraging pnvate import of gold into India 
for acquisition by the Government in this way, the Govern- 

Report of the Committee on Indian Exchange and Currency (the 
Babington-Smith Commission), Cmd 527, p 12 100 fine ounces of gold 

IS" the equivalent of the gold content of 425 sovereigns 

Testimony of Mr F H Lucas before the Babington-Smith Com- 
mission, October 6, 1919, Minutes of Evidence Parliamentary Papers. 

1920, Vol. XIV, pp. 225-6 ^ 

Ibid , Q 3979-3991, especially Q 3983 
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ment itself entered the market and made large direct pur- 
chases in London, New York and Australia. India became 
once more an important factor in the marketing of gold 
throughout the world. 

This flexible and eflective plan, which took account of 
the realities of the situation, was superseded on February 
Government 2 , 1920, by the currency reforms proposed by 
Control of Gold the Babmgton-Smith Commission The new 
SiS^Phase— programme provided for the stabihzation of the 
February, 1920, rupee at 2s. gold The sovereign was made 
to June, igzo tender at Rs 10 instead of Rs 15 to the 

sovereign The acquisition pnce of gold was fixed at 10 rupees 
for the gold contents of a sovereign, or Rs 15 14 0 per tola 
This price was to be made effective by changing the rupee- 
sterhng exchange rate so as to allow for the depreciation 
of sterling in terms of gold.^^ The sole variable factor was 
henceforth to be the rate for Council Drafts But this plan 
was hardly inaugurated before overwhelming difficulties 
arose in carrying it out Early m 1920 profound changes 
in the commercial and financial position of India began 
to take place. Far from havmg to struggle to prevent the 
rupee from nsmg, the problem became that of preventing 
it from depreciating m terms of sterhng faster than the 
pound appreciated in terms of gold. Sales of Reverse 
Councils to support the rupee were begun as early as January, 
1920, but stabilization at as. gold was a complete failure, 
and the new acquisition price, therefore, became ineffective. 
Finally, in June, 1920, aU attempts to control the rapee- 
sterhng exchange and the import of gold mto India were 
abandoned 

While this senes of efforts to control the import of gold 
mto India was being made, the Government was attempting 
to reduce the abnormal premium on gold which existed 
within India itself On April 30, 1919, the price of gold 
m the Bombay bazaar was Rs 33 3.6 per tola. To bnng 
this price more into hne with the pnce of gold outside India, 
fortmghtly sales of gold were inaugurated by the Govern- 

One tola is 180 grains troy 

Report of the Controller of Currency, India, 1920-21, p. 14- 
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ment on September i, 1919, and continued until September 
14, 1920. By February 2, 1920, these new supphes had re- 
duced the bazaar price to Rs.25 6 o per tola, and by June 21, 
1920, when a free market was re-estabhshed, to Rs.21.8 0 
per tola At no time did the bazaar price approach the 
acquisition price fixed under the third phase of Govern- 
ment control, Rs.15.14 0 per tola, but on account of the 
depreciation suffered by the rupee in terms of the pound the 
domestic price m India when the free gold market was finally 
re-estabhshed corresponded closely with the world price. 
Therefore the final elimination of the control of gold imports 
did not result m any marked disturbance m the bazaar. 

It has been noted that the change of pohcy which led to 
the reappearance of India as an effective bidder on a large 
The Restora- scale for the world’s new production of gold, 
anopen coincided With the re-estabhshment of a free 
Odd m Sn- market for South African gold in London and 
‘ioii the relaxation of export restnctions m other 

parts of the Empire. The freemg of the sterlmg-dollar 
exchange in March, 1919, had been followed by a dechne 
of the pound which greatly increased the gap already existing 
between the price at which the product of the South African 
gold mines was being sold, and the best price obtainable 
in the world’s markets Unable to obtain a Government 
bounty, the gold producers demanded a free market for 
their product On the other hand, the re-estabhshment of 
the free international circulation of gold was an indispensable 
condition for the reahzation of the objects to which the 
British Government was already committed through accep- 
tance of the principles of the First Interim Report of the 
Cunhffe Committee in 1918 Accordingly, an agreement 
was reached between the Umon Government, the South 
African banks, the Bank of England and the gold producers 
which placed the South African gold mines in a position to 
sen their gold in the best market short of the domestic 
market of India itself Contracts were entered into between 
the gold mines and the Bank of England,^® and between 

The text of the contract is given, in Thirtwth Annual Report of the 
Transvaal Chamber of Mines for the Year 1919, p 293 



38 England and the New Gold Standard : 1919-1926 

the gold mines and Messrs N. M Rothschild & Sons.^e who 
were appointed London agents of the gold mines for the 
sale of gold Under the terms of these contracts the mem- 
bers of the Transvaal Chamber of Mines shipped all gold 
produced, except a small amount retained in South Africa 
for currency needs, to the Bank of England, which under- 
took to see that licenses for the export of the gold were 
issued within five weeks of its receipt at the Bank Instead 
of purchasing the gold as heretofore at 77s gd per standard 
ounce, the Bank then dehvered the gold to refiners acting 
for the producers After the gold had been refined, the 
refiners sold it to Messrs N M Rothschild & Sons at 77s (^d 
per standard ounce Messrs Rothschild then immediately 
resold it to the highest bidder The gold was offered to the 
trade and bullion brokers in London who were given an 
opportunity to bid for it on the basis of a “ net parity price ” 
with New York, arrived at by dividing the pnce of gold in 
New York, $20 67183 per fine ounce by the rate of sterlmg- 
dollar exchange ruling each day, and deducting freights, 
insurance and incidental expenses Whatever gold was 
not taken by the London market at or above this price, 
was shipped by Messrs Rothschild to the United States, 
after they had sold dollars against it Every three months 
Messrs. Rothschild accounted with the gold producers If 
sovereigns rather than bar gold were desired for export, 
these could be obtained at the Bank of England in exchange 
for bullion at 77s (^d. per standard ounce In addition, the 
Bank of England undertook to advance 77s per standard 
ounce to the gold producers on shipments from South Africa, 
but it IS noteworthy that, at least at first, the mines did not 
avail themselves of this offer, but made other arrangements 
for financing the shipments These arrangements were 

Union Castle Line v Standard Bank of South Africa Decision of 
Justice Greer Lloyd’s Ltst Law Reports, 1923, Vol XVII, p 314, Col 2 
309 — ^Evidence of Mr Clement J J Cooper, in charge of the 
Bullion Department of Messrs N M Rothschild & Sons 

®8 Commencing with the inauguration of dealings in gold for export, 
the London gold quotation was changed from standard to fine ounce 

Transvaal Chamber of Mines, TUrtieth Annual Report, p 251 — 
" Statement of Marketing of Gold,” issued at Johannesburg, September 
2, 1919* 



39 


Gold Regains a World Market 

later sanctioned by the Gold and Silver (Export Control, 
etc ) Act of December 23, 1920, which continued the war- 
time restrictions on the export and melting of gold referred 
to in Chapter I, but made the vital exception that any gold 
produced within the Empire and imported into England 
under any arrangement approved by the Treasury might 
be re-exported under the terms of that arrangement.^® 
These were the conditions under which South African 
gold became available in the world’s markets after the war. 
Aside from their general significance they contain a number 
of points of legal and of theoretical interest. The view was 
maintained throughout that in England gold had not 
changed in value since before the war The advance 
which the Bank of England stood ready to make was 77s , 
based upon the standard pnce, and taking no account of a 
gold premium The intermediate sale of gold by the 
refiners to Messrs, Rothschild was at 775 gd per standard 
ounce, and gold bullion was exchangeable for sovereigns at 
the Bank of England at 77s (^d per standard ounce. 
Sovereigns were still legally obtamable at the Bank of 
England for 77s. (^d in paper currency. By this con- 
vertibihty the English paper pound was kept at parity with 
gold But it was kept at parity not with gold in general 
but with gold in England without a hcense for export 
This raised an interesting point of law. What, in the 

The text of the Act is given in Kixkaldy, A W , ed , BnUsh Finance 
1914-1921, London, 1921, p 421 

Cf Quotation from Repovt of the Gold Production Committee above 

The importance attached to convertibihty without exportabihty is 
shown by the following passage from a speech made by Mr Stanley 
Baldwin, Financial Secretary of the Treasury, m the House of Commons 
during the Committee stage of the Gold and Silver (Export Control, etc ) 
Bill on December 13, 1920 “ The great danger of which those who are 

responsible for the guarding of the gold in this country are apprehensive 
IS this If at any time in this country any accumulation of gold is allowed 
to grow up of which they have not complete control it always increases 
the danger of smuggling gold, and makes the work of the melter of gold 
coinage much easier The really effective protection against the melting 
of gold coin to-day is the impossibility of gettmg gold out of the country 
If there were any such relaxation as would make it more easy, by smug- 
gling, for the melter of gold coins to get the melted gold out of the country 
there would be the risk of a dram of gold If that took place to any extent 
we should run the risk of having to suspend gold payments and fall back on 
unconvertible paper money, which, of course, would lead to the greatest 
pamc in this country that ever was seen ” 136 H C Deb 5s , p 116, 
(Italics author's.) 
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legal sense, was the value of gold in England ^ Was it the 
standard value or the market value ^ This point was 
submitted to Justice Greer of the King’s Bench Division for 
decision in the case of the Umon Castle Line v the Standard 
Bank of South Africa. The issue was briefly that the 
Union Castle Line had a contract with the Standard Bank 
of South Africa and other banks acting for the gold mines, 
to carry gold to London for a freight of a specified percentage 
of its value Long after the appearance of the premium 
in the London market, gold continued to be mamfested at 
the standard price, 77s ^d. per standard ounce, and the 
Union Castle Line sought to collect freight on the market 
value of the gold instead The legal argument of the gold 
producers, whose attitude as to what constituted a proper 
price for their product should be recalled, was, as stated 
by counsel, that the London market price of gold expressed 
not the value of the gold, but the value of the gold plus 
the value of the permit for export. England was the place 
of destination of these shipments, and gold could not be 
sold anywhere in England except for 775 gd , leaving aside 
the small requirements of the jewellery trade. Happily 
the law decided in favour both of common sense and of 
economic theory, which in this case, as they should always, 
walked hand in hand, and held that the value of gold was 
what could be got for it, and that if gold could be sold for 
114s. in London, it was unhkely that it should be worth 
only 77s gd in Capetown 

From a theoretic^ point of view the new arrangements, 
by drawing so sharp a distmction between exportable and 
non-exportable gold, illustrate admirably the fact that it 
IS possible, and indeed necessary, to think of gold as deriving 
value from being convertible mto paper money as well as 
to think of paper money as derivmg value from being con- 
vertible into gold Gold in the Umted Kingdom not having 
a license for export and not free to flow into the arts,^^ 

Lloyd's List Law Reports, 1923, Vol XVII, pp 309-15 

Had. non-exportable gold come mto England in large amounts the 
value of gold in the arts would soon have sunk to the standard value 
Cf Mocatta and Goldsmid, Annual Circular, 1920 " Owing . to the 

reputation of London as the best market for gold, considerable amounts 
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could only be exchanged for sovereigns or for paper pounds. 
Its value, that is its command over goods and services, 
was equal to that of the paper money into which it was 
convertible It did not, and could not, affect the value of 
this paper money except by increasing the amount of the 
means of payment actually m circulation or that could be 
issued. This consideration is important, not only for the 
special case of England under these particular circumstances, 
but for the general determmation of the value of gold under 
the gold standard 

The new arrangements were also noteworthy because 
of the position given under them to the Bank of 
England, No gold could enter the country without 
its knowledge, and none could be exported except 
under hcense granted only on its recommendation All 
gold transactions were thus concentrated at the Bank 
of England, which exercised a constant supervision over 
them. 

The first sales of gold in the open market to take place 
in England after the war were sales of gold imported under 
The London a general hcense to import gold issued by Order 
Septembe?^' m Councd in April, 1919 Competition for 
1919, to June, this gold on the part of buyers for industrial 
1920 price to loos. per fine ounce 

A trial sale of 50,000 ounces of South African gold released 
by the Bank of England pnor to the conclusion of the 
agreements described above, yielded 85s 6 d per standard 
ounce (935 per fine ounce) But the first important 
deahngs which marked the reappearance of the London 
gold market upon the stage were the first sales of South 

have been sent here As no licenses could be obtained to export 

this gold, the only outlet for at other than the Bank of England, was for 
industrial purposes and, the supply being in excess of the demand, the 
price gradually fell, business being done in December between 90s and 
loos per fine ounce ” At no time in December, 1920, did the open 
market pnce of gold fall below 115s 8 d per fine ounce The standard 
price per fine ounce is 84s 9 8 id 

Cf Chapter I, pp 4-5 

Mocatta and Goldsmid, Annual Circular, 1919 

Transvaal Chamber of Mines, Thirtteth Annual Report for 1919, p 
July given to the Press re new Gold Marketing Arrangements, 
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African gold for export on September 15 From that date 
it again became possible to look at the movements of gold 
in international commerce from a central point from which 
the world demand for additions to its existing stocks of gold 
was largely satisfied The initial sales were at about 99s, 
per fine ounce, or about 16 per cent premium over the pre- 
war price A large proportion of the first consignments 
• went to the United States, but under its new and effective 
acquisition price India was soon a heavy purchaser During 
the balance of the year private Indian demand made itself 
effective and in addition the Indian Government was a 
large buyer Other Eastern and Continental countries were 
also keen bidders, and the amounts of gold reaching New 
York from London were not large and were quite insufficient 
to offset the large exports to Japan, China and South America 
that were in progress There was an insistent demand for 
gold in London from other quarters of the world, including 
South America and South Africa itself, which began to 
reimport gold in the form of sovereigns in the latter part of 
January just when Indian demand began to slacken It 
was, therefore, not tiU March, 1920, that one or two large 
shipments were made to the United States But during 
Apnl, May and June, India, South Africa and the Straits 
Settlements, with occasional small shipments elsewhere, 
divided the gold offered on the London market after the 
trade had been supplied This is sigmficant, for it meant 
that at the point of extreme depression in the sterhng- 
doUar exchange support was not forthcoming in the form 
of gold shipments 

By the close of June, 1920, almost all restrictions had 
been removed which impeded the free flow of gold between 
South Africa, India and the United States Important as 
other gold movements were in the years that followed, it 
was the movements of the metal between these three distant 

The new arrangements for marketmg gold governed all gold deposited 
in South African Banks on or after July 25, 1919 Three weeks are taken 
in transport, and the Bank of England had five weeks in which to arrange 
for the export license From July 25 to September 15 is just under eight 
weeks 

South Africa could not yet ship dvrect to India 
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parts of the world through the intervention of the London 
market which are of chief interest and significance in a study 
of the restoration of the gold standard after the war. No 
less important, from this pomt of view, were the movements 
of the sterhng-doUar exchange, and m the next chapter we 
shall follow its fortunes dunng the period when gold was, 
with so much difficulty, being freed of some of its war-time 
shackles. 



CHAPTER III 


THE STERLING-DOLLAR EXCHANGE FINDS ITS 
OWN LEVEL 

It was only slowly and with extreme reluctance that the 
depreciation of the pound sterhng in terms of gold bullion 
was recognized as a fact in England and the British Empire. 
Discussion of currency difficulties during and immediately 
after the war ran in terms not of restoring, but of “ main- 
taining ” the gold standard The association of the value 
of gold with its standard pnce of 77s. gd per standard 
ounce, was, throughout the Empire, a tradition of genera- 
tions not easily eradicated This attitude is weU illus- 
trated by the Report of the Gold Production Committee 
cited m the preceding chapter, by the official policy of the 
Indian Government in fixing its acquisition price for gold 
and by the extraordinary difficulty with which British 
bankers in South Africa were brought to reahze that the 
Enghsh and the South African pounds were different cur- 
rency umts ^ The discount of about 2 per cent m terms 
of dollars at which the pound sterhng was held throughout 
the greater part of the war through the stabilization of 
that exchange at 4 ybjV was not regarded as sufficient to 
prove such depreciation because the war-time gold export 
point was not known Yet as early as August, 1918, 
the Cunhffe Committee m its First Interim Report ^ 
recognized that it was “ practically certain ” that there 

^ In his address at the Annual Meeting of the South Afncan Reserve 
Bank, June ii, 1926, Mr W H Clegg, tibie Governor, announced his con- 
version and that of the Reserve Bank to this idea, and stated that the 
Reserve Bank was the only large South Afncan business which had kept 
its accounts on the basis of the separateness of the two currencies 

2 Kirkaldy, A W , ed , Brtttsh Finance, 1914-1921, London, 1921, p 
444 The report is here reprinted in full, pp 438-55 
44 
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was “ some depreciation ” of sterling in terms of gold 
bullion And indeed it was obvious that if artificial support 
were withdrawn from the New York exchange it must suffer 
depreciation that would be unmistakable The possible 
extent of such depreciation could not then be predicted, 
but it IS improbable that such low rates as were in fact 
reahzed ever entered men’s minds What was feared was 
a depreciation of the order of magnitude of that experienced 
m the early years of the war when the pound sank to 4’59l- 

At the beginning of 1919 war-time control of the sterhng- 
doUar exchange was still in full operation Messrs. J P. 
The Situation Morgan & Co were still prepared to purchase 
at the Begin- on behalf of the British Treasury all sterling 
mng of 1919 exchange offered in New York at a minimum 
rate of 4 76 ^^, and as the sterhng claims of holders of dollars 
were far greater than the dollar claims of holders of sterhng, 
it was necessary to continue to make use of the two great 
expedients by which dollar exchange was built up through- 
out the period of war-time control These were borrowing 
by Great Britain in the United States and sale of Bntish- 
owned securities in American markets Even if there had 
existed a general equihbnum m the commercial and financial 
exchanges between England and Amenca, on their own 
account and as intermedianes for others, such as before 
the war gave each country a fairly equal “ pull ” on the 
exchange, it would have been difficult to maintain the 
rate of 4763^^ without recourse to some such measures. 
For the index numbers of wholesale prices in January, 
1919, were for the Umted States, 199, and for Great Britain, 
224 On the basis of these index numbers the purchasing 
power panty between the two countries was 4-3234 or 
only 9072 percent of the actual exchange rate.® However 
imperfect a statistical measure purchasing power panty 

® Tlie index numbers used in the text are the Statist’s index for Great 
Britain and the Bureau of ILabor Statistics index for the United States 
If the index numbers of the prices of imported and exported articles com- 
piled by the Federal Reserve Board are used, the difference in the two 
price levels is more striking These indexes were in January, 1919, for 
Great Britain, 188, and for the Umted States, 243 On the basis of these 
indexes the purchasing power panty between the two countries was 
3 7652, or only 79 per cent, of the actual exchange rate 
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figures may be, the gap indicated was too wide to leave 
any doubt as to the artificial character of the 476 rate. 
But, in fact, not even an approximate equilibrium existed 
in the exchanges between nations Europe was left by 
the war actually menaced by starvation North and 
South America alone were able to supply her with des- 
perately needed food and materials ^ The demand for 
these things was for a time a demand for them at any 
price. It was insistent and abnormal, and if allowed to 
work with its full force upon the London-New York ex- 
change without support either from loans or gold ship- 
ments its effects were bound to be unprecedented 

As early as December, 1918, there were definite indica- 
tions that the period of control over the exchange was 
The Unpegging dxawmg to a dose. A credit of $250,000,000 
Tin iitr extended in that month by the United 

change, March, States Treasury to the British Government, 
1919 which differed from its predecessors m its 

relation to the sterhng-doHar exchange It was announced 
by the Treasury Department that the transaction was in 
the nature of an exchange under which Great Britain agreed 
to furnish an equivalent amount in sterling to meet the 
needs of the American Expeditionary Force in France. 
In the absence of this arrangement, the Amencan Govern- 
ment would have had to come into the market to buy 
sterhng for its army payments abroad. The dollar ex- 
change put at the disposal of England under the $250,000,000 
credit would have been made available in this way in any 
event The arrangement was not designed to strengthen 
the sterhng-doUar exchange as previous advances had 
been, and was indicative of the approaching end of British 
borrowing for war purposes in Amenca® At the same 
time there was a notable contraction in the sphere of 
activity of the American Dollar Securities Committee,® 

* In May, 1919. the United States Shipping Board alone was eniplo3ang 
235 ships of a capacity of 1,000,000 tons to carry food to Europe, Samuel 
Montagu & Co , Foreign Exchange Letter, May 29, 1919 

® Commercial and Financial Chronicle, New York, January 4, 1919, 
p 18 

« For a discussion of this phase of British War Finance, see Grady, 
H. F., op. cit , pp 56-8, and Kirkaldy, A "W , op cit , pp 183-97 
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the organ through which the mobihzation of British-owned 
American and foreign securities in support of the American 
exchange was earned out After January 2, 1919, the 
permit of this Committee was no longer required for the 
sale of British pnvately owned securities abroad This 
meant that the dollar proceeds of such sales were no longer 
to be diverted to the Government's hands for use in stab- 
ihzing the exchange. On the same date purchases by 
the Committee on behalf of the Treasury ^ of secunties not 
on deposit ® with the Treasury under one of the great 
mobilization schemes, or subject to requisition by the 
Government, were suspended 

The freeing of the Amencan exchange thus foreshadowed 
became an actuahty on Friday, March 21, 1919 On 
the morning of that day pubhc announcement was made 
of the withdrawal of Government control, and for the 
first time since January 6, 1916, the daily fluctuations in the 
rate began to teU a sigmficant story from which much 
could be learned of the progress of events during the long 
transition penod between complete disorganization and the 
restoration of a new equihbnum m international exchange. 

Before looking in detail at the movement of the sterhng- 
dollar exchange after the removal of control, there are 
General Factors certain general elements of strength and 
Favourable to weakness to be considered In spite of the 

sterling wnen . r -,1 

Control was great depreciation which followed, the factors 
Removed which tended to strengthen the pound were 
neither few in number nor unimportant in strength In the 

^ Report American Dollars Secunttes Committee, 212, p 7 

® Securities which the Treasury had expressed willingness to purchase 
and which were not offered to it were subject to a penal income tax of 
as in the pound Ibid , p 4 

® Large amounts of securities were on deposit with the Treasury for a 
five year period ending March 31, 1922, under scheme " B " and extensions 
of scheme " A,” which were devised largely to make available securities 
to be used as collateral for loans made in America before the entry of 
America into the war Securities so deposited were subject to purchase 
by the Treasury under suitable arrangements for compensation, and 
were returnable to the owners on three months’ notice after March 31 
1919 Ibid , p 5 

Securities which were subject to requisition were enumerated in, and 
the terms of requisition fixed by Treasury Orders issued under Regulation 
7 — under DORA Ibid , p 6 ® 
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first place, the exchange, though deprived of unhmited 
Government support, was not at first entirely free from 
Government control The following important classes of 
transactions which would have involved the purchase of 
foreign currencies with sterhng were still prohibited by 
Treasury Order * 

(1) Remittances from the United Kingdom by way of loan 

or for the purchase of secunties or property other than 
merchandise, or for the purchase of foreign currency as 
an investment, or to be held with a view to appreciation 
in value 

(2) The importation of bonds, scrip or other documents of 

title 

(3) The purchase of securities which had at any time 

been in physical possession outside the United King- 
dom. 

This drastic hmitation on private financial, as distinct 
from merchandise business was not removed till August, 
1919, and for five months after the removal of exchange 
control additions to the demand for dollar exchange 
from these sources were cut off The sale of 90-day 
British Treasury Bills which had been offered regularly in 
New York in weekly instalments of $15,000,000 since 
August 23 , 1917, was not discontinued at the time of 
decontrol. In fact, the amount of these Bills outstanding 
at any one time did not reach its maximum until September 
30, 1919, when it was $98,005,000 in addition, the 
British Government rmdoubtedly still had possession of 
doUar resources as a result of borrowings from the United 
States Treasury before decontrol. Additional credits, as 
shown in Table 3, were estabhshed during Apnl and May 
to the extent of $200,000,000 The import of foodstuffs 
into the United Kingdom was stdl under the arbitrary con- 
trol of the British Food Controller, under almost dictatorial 
powers conferred upon him in 1916, and the funds secured 

Samuel Montagu & Co , Foreign Exchange Letter, August 2r, igig. 
The text of the various regulations is given in The Economist^ London, 
August 23, igig, p 306 

Kurkaldy, A. W., . cit , p 183. 
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by these credits were in large measure utilized for British 
Government purchase of foodstuffs in the United States 
for import into the United Kingdom. Payment for these 
purchases would, under ordmary circmnstances, have had 
to have been made by purchase of dollars in the exchange 
market. Another aspect of British war-time control over 
foreign trade which helped to strengthen sterling was the 
continuance of restnctions placed upon certain classes of 
imports into the United Kingdom by the Board of Trade 
The transitional post-war pohcy of the Government was 
set forth in the House of Commons on March 10, 1919, by 
Sir Auckland GeddeSjMimster of Reconstruction Although 
the pohcy of the Government was to admit freely raw 
materials and semi-manufactured articles not produced 
by British industries brought into bemg by the war, yet 
until a date set provisionally at September i, 1919, the 
import of manufactured goods not essential for consump- 
tion m England or of a kind produced by industries which 
it was desired especially to shield, was to continue to be 
restncted At the same time, restrictions on exports were 
greatly relaxed, and special efforts were made to encourage 
the entrepdt trade In canying out this pohcy one of the 
considerations by which the Government was to be guided 
was the possible effect upon the American exchange of 
anticipated heavy imports of raw materials By these 
means very considerable reductions were made in the 
amount of sterhng offered in the exchange market for 
dollars. The strain on the sterhng-doUar exchange was 
further reheved by the fact that the United States Govern- 
ment continued to make large advances to foreign Govern- 
ments, as a result of which many payments to America 
which might have been made through the sale of balances 
in London for dollars were postponed. 

“ Samuel Montagu & Co , Foreign Exchange Letter, April 24, 1919. 

“ 113 H C Deb 5s , pp 953-6 

Sir Auckland Geddes’ speech was dehvered eleven days before the 
freeing of the exchange. 
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TABLE 3 

Credits advanced by U S Treasury to Great Britain after 
THE Armistice 


Date 

Credits est 

Credits est but 
withdrawn 

1918 

$ 

% 

November 13 

200,000,000 

— 

December 18 

250,000,000 

— 

December 23 

— 

9,000 

„ 24 . 

— 

9,000,000 

„ 31 

— 

10,010,000 

1919 
January 21 



10,000,000 

„ 28 . 

February ii 

— 

10,000,000 

— 

10,000,000 

,, 18 

— ! 

10,500,000 

» 25 

— 

11,000,000 

March 11 

— 

5,000,000 

„ 13 • 

— i 

1,000,000 

18 

April 9 . . 

— 

2,157,175 

20,000,000 

— 

„ 14 • 

100,000,000 

323,824 

May 14 . 

80,000,000 

— 

September 17 . 

— 

39,000,000 


Source ' Annual Report of the Secretary of the Treasury on the 
State of the Finances for the Fiscal Year ended June 30, 1920, 
PP 326-7 

Repa5nnents by Great Britain from November 15, 1919, to 
November 15, 1920, amounted to 123,017,633 57. Ihid , p 54 

Such were the general defences which could be mar- 
shalled to strengthen the sterhng-doUar rate when the 
General Factors f^iteful decision was taken to face the facts 
Adverse to and see lust what the value of the English 
Control was pound in terms of other currencies really was 
Removed Powerful as they were, they were swept aside 
by the overwhelming forces working m the other direction. 
Against them was set the unprecedented demand for 
American goods on the one hand, and the lack of means 
to pay for them on the other The dimensions of this 
demand at the time of decontrol are indicated by the fact 
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that Europe imported from the Umted States in the six 
months ending in April, 1919, goods to the value of 
12,294,000,000, whereas for the whole year 1913 the 
amount was $1,479,000,000 Even when allowance is 
made for the depreciation of the dollar, these are striking 
figures The figures of trade between the United States 
and individual countries of Europe for the whole year 
1919 are no less so Certain of these are given in Table 4 
The lack of means of payment for these huge imports was 
due to the exhaustion of resources and destruction of 
capital and productive power which was the legacy of war 
Gold, for reasons already stated, was not available in 
significant quantities to offset even a part of this great 
flow of goods to Europe And loans from private sources 
were not available Amencan lenders were sceptical as 
to the solvency of would-be European borrowers, and the 
bitterness aroused by the debates over the Versailles Treaty 
and the hostile attitude adopted by the United States 
Senate towards the whole proposed post-war settlement 
intensified American aloofness, and was most unfavourable 
to the extension of facilities and loans abroad 

TABLE 4 

Imports and Exports between the United States and 
Europe — Merchandise 

In Dollars 


Twelve Months 
ending 
December, 
1919 

Italy 

France 

Belgium 

Umted 

Kmgdom 

Total 

Europe 

Exports to 
Imports from 

443,676,843 

59,060,065 

893,359,996 

133,819,225 

377,883,308 

7,700,100 

2,278,557,524 

309,189,265 

5,187,666,363 

750,528,389 


Source Monthly Summary of Foreign Commerce of the United 
States, December, 1920, p 6 


During the early part of 1919 there was an active demand 
in London for remittances on America. The market was 
The First Deal- expectant Signs of possible removal 

of exchange control were eagerly looked for 
On March 17 the rumour became widespread 
in London that control had been given up There was 
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an immediate strong demand for dollars, which was greatly- 
increased by the receipt of very large orders from abroad 
to sell sterhng at best By a coincidence, regular tele- 
graphic communication between London and New York 
was interrupted on that day, and the rate fell violently 
to 4 66 on March 18 These rumours being found to be 
false, the rate rebounded to 476 on the next day, but the 
market was completely disorgamzed on the 21st, when the 
removal of control was actually effected The rate fell 
26 points or nearly 5^ per cent in one day to 4 50, recovered 
to 4 70 on the 22nd and fell ofi again, ranging for a week 
between 4 59 and 4 64 These phenomenal movements 
were in part attributable to the first of many incursions 
into the sterhng-dollar exchange market by Continental 
buyers which made the task of estabhshmg a stable relation- 
ship between the pound and the dollar so much more diffi- 
cult than it would otherwise have been On April i, 1919, 
the $100,000,000 French loan feU due in New York, and 
part of the large demand for dollars which immediately 
preceded and followed the unpegging of the sterhng exchange 
was undoubtedly connected with plans for meeting this 
maturity During the whole of the years of reconstruc- 
tion the sterhng-dollar exchange was subject to disturb- 
ances of this character arising from circumstances quite 
beyond British control This is one reason why so much 
of the battle for the restoration of the gold standard in 
England had to be fought on the Continent of Europe 
Fluctuations in exchange rates of the magnitude of 
those just described were, of course, most disturbing to 
The Develop- traders, and, coupled with great uncertainty 
kefm Fo^rS future, led to the practice of mer- 

Exchange Con- chants secunng their exchange for future 
tracts dehveryi’ Before the war and until the 

peg was withdrawn from the sterhng-dollar exchange, 
dealings in forward contracts, although not unknown, 
were inactive and only took place at certain seasons of 

Samuel Montagu & Co , Foreign Exchange Letter, April 3, 1919 On 
April 3 the fall in the rate for francs on London, coinciding with the 
recovery in sterling, indicated that this demand had subsided 
" Iota , March 27, igig 
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the year when definite seasonal movements in the rates 
were anticipated, or when the exchange was at or near 
one or the other of the gold points Under the new con- 
ditions, however, the practice of covering commitments 
by forward exchange contracts rapidly developed into a 
well-organized forward exchange market which attained such 
importance that at times it actually dominated the spot rates 
Another immediate effect of the unpegging of the American 
exchange is to be noted. The abandonment of the 4 76xV 
rate led to changes in the relationship between the currencies 
of the “ neutral ” countries of Europe, on the one hand, 
and the dollar and the pound on the other. The “ neutral " 
exchanges turned against Great Britain, but they did not 
appreciate as much in terms of the pound sterhng as the 
pound sterling depreciated m terms of dollars, for the 
Norwegian, the Dutch, and the Swiss exchanges m which 
the dollar had been at a discount, returned to their dollar 
parity by the first part of April, and were followed in June 
and July by the Swedish and Spamsh exchanges 
For nearly three months after these first violent fluctua- 
tions there was a very large and free market in the sterling- 
doUar exchange, in which many milhons of dollars changed 
hands without very violently affecting the rate The 
relief given to the market by the general factors enumerated 
above was for a time effective The results of British 
policy in relaxing restrictions on exports and continuing 
them on imports of manufactured articles were seen in an 
increase of £135,000,000 m exports and a decline of 
£18,000,000 in imports of manufactured goods dunng the 
first nine months of 1919, as compared with its same months 
of 1918 In addition, the British Government added to 
its dollar resources by large shipments of gold to New York 
from Canada, 20 thus agam avoiding recourse to the exchange 

Samuel Montagu & Co , Foreign Exchange Letter, April 24, 1919 
These movements ■would afiord an interesting opportuuity for a study of the 
effects and limits of arbitrage ■transactions between groups of exchanges 

Board of Trade Journal, October 16, 1919, p 497 British manu- 
factures were already caught up in ■the sweep of the great post-war restock- 
ing boom 

Samuel Montagu & Co , Foreign Exchange Letter, June 5, 1919 In 
June, 1919, imports of gold into ■die Umted States jumped to $26,134,460 
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market For these reasons the exchange was strong enough 
to withstand such heavy payments as interest on British 
loans to America and the payment of the purchase price of 
vessels purchased by British companies from the Interna- 
tional Mercantile Marine 21 For the time being the demand 
for dollars was not appreciably greater than the supply, 
and the rate remained steadily above 4*60 
But the situation changed in June, 1919, and sterling 
entered upon its first major dechne, which was not seriously 

^ interrupted tiU 411 was reached in August. 

Dechne of ster- The reasons for this weakness are not far to 
hng, July and removal of the embargo on gold 

ugus , 1919 United States took place 

on June 9, 1919, and was followed by large and steady 
shipments of gold to South Amenca, Japan and Spam. 
It is probable that a substantial proportion of these ship- 
ments were paid for through the sale of pesos, yen and 
pesetas in the London market and remittance to New York 
from there through purchase of dollars with sterling. 

It IS difhcult, if not impossible, to estimate the importance 
of this factor in depressing the sterhng-doUar rate, but it 
was undoubtedly present Not only did these gold ship- 
ments lend no support to the pound during this cntical 
period, but they actually served to depress it The com- 
mencement of a period of fevensh speculation in New 
York, which reached its height in November, 1919, was 
another circumstance unfavourable to sterhng. The rates 
for money on call were driven to phenomenal heights — 
20 per cent being paid in July on several occasions, and even 
higher rates in November and in the early months of 1920 
It is probable that even under conditions of widely fluctua- 
ting exchange rates such rates as these resulted in some 
withdrawal of balances from London to New York and 
thus weakened the sterling rate 
In the week of June 19 large offerings of bills on London 

The arrival of |6,ooo,ooo in gold in New York from Canada announced 
on June 4 was the first important transfer between the two countries since 
the United States entered the war 

Ib%d , May 29, 1919 22 ^ June 12^ 1919, and June 26^ 1919. 

*2 The highest rate recorded was 30 per cent on November 12, 1919. 



56 England and the New Gold Standard : 1919-1926 

began to be made in New York, partly for these special 
reasons, but chiefly due to heavy exports from America, 
particularly of cotton The temporary expedients adopted 
in support of the exchange were, in fact, proving entirely 
inadequate in the face of the ever-increasing movement of 
merchandise from the United States, stimulated both by 
the fact that it was urgently needed, and by the fact that 
as a result of war-time exchange control it was still relatively 
cheap 24 This merchandise export movement from the 
United States had reached such proportions that by July, 
1919, estimates were being made that it could not be con- 
tinued undiminished for the balance of that year, unless 
private or public credits of $3,000,000,000 were provided m 
America over and above those which the United States 
Treasury could still advance to foreign Governments under 
authorization already granted by the Congress 25 The 
exchange rate was responding to the fact that there were 
no increases being made m the real means of payment by 
which these increased exports could be offset. Foreign claims 
in dollars were not being accumulated in quantities nearly 
sufficient to equal the claims in sterhng and other cur- 
rencies being estabhshed by American exporters. As the 
transactions on the exchange market must balance every 
day, 2® the only way in which the two sets of claims could 
be offset was by a dechne in the rate by which a relatively 
smaller offer of dollars on the market could be made to 
cover a relatively larger offer of other currencies Unless 
large credits were forthcoming this process was bound to 
go on until the rates of exchange became such that it was 
no longer profitable for foreign importers to buym America, 
until m fact they reached the lower hmit of the general 
range of which purchasmg power parity figures are repre- 
sentative 27 In July, 1919, this point had, in the case 

The rate at which sterling had been pegged has been seen to have 
overvalued the pound and ihis overvaluation had not been entirely 
corrected by the depreciation realized up to June, 1919 

Cf Willis, H P , Th& Federal Reserve System, New York, 1923, pp 
1311-12 

Cf Keynes, J M , Monetary Reform, New York, 1924, pp 119-20 

Had the need of American goods continued to be such that they could 
have been sold in the countries to which they were sent at prices relatively 
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of sterling — ^to which attention must here, as far as possible, 
be confined — ^practically been reached Calculated pur- 
chasing power parity figures on the basis of Federal Reserve 
Board wholesale commodity index numbers were in July 
98 II per cent and in August 101*96 per cent of the actu^ 
average exchange rates for those months.®® As long as 
the relationship between the pnce levels remained unaltered 
the sterling-doUar rate could not fall much further without 
making British purchases in the United States unprofit- 
able But if the purchases of American goods continued 
on the level already estabhshed while the supply of dollars 
on the market was not greatly mcreased, the rate must 
inevitably fall. There were three, and only three ways in 
which the situation could work itself out. Any one of the 
three main factors in the situation might change, and at 
least one of them had to change Either there must be 
a change in the relationship of the price levels of England 
and America such that goods bought in America at a falling 
rate of exchange could still be profitably disposed of in 
England, or the supply of dollar exchange in the market 
must increase, or British purchases, and hence the supply 
of sterhng in the market must be reduced There were 
clear indications that the third of these alternative methods 
of adjustment would probably be the one actually worked 
out in practice. In July, 1919, the decline in the sterling- 
doHar rate which had till then been gradual, was sharply 
accelerated The extraordinary levels at which money on 
call was being lent in New York, coupled with heavy offers 
of cotton biUs,®® combined to weaken sterhng m that month 
and in the absence of support the rate feU 20 points in one 
higher than other commodities in iiiose countries, imports could perhaps 
have continued for a time even helow this range But the absolute neces- 
sity of buying in America was not of very long duration and commercial 
considerations were fast regaimng their ascendancy as the end of 1919 
approached 

28 Commission of Gold and Silver Inquiry, op cit , Vol I, p 457 

28 English purchases of cotton were not so unfavourably afiected by 
the dechne in the dollar rate because of the large exports from Lancashire 
to India and China where high prices were obtained due to the apprecia- 
tion of the Rupee and the Chinese Tael As these exchanges rose with 
the rise in the pnce of silver, which we have seen was in part an expression 
of the depreciation of sterling, the Lancashire cotton industry was pro- 
vided with a sort of partial automatic hedge against exchange losses. 
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week, reaching 4 28 on July 17 Cables were almost im- 
mediately after received in London to the effect that an 
actual cancellation of an important export order in cereals 
had taken place in Philadelphia as a direct result of the 
decline in the exchange Acute apprehension was felt 
that export orders would be greatly reduced and confusion 
reigned among American exporters 
Under these circumstances it is not surprismg that 
rumours were set on foot that the exchange was again to 
be supported by Government action A proposal to raise 
the question again was, m fact, debated by the London 
Chamber of Commerce, but that body expressed itself un- 
favourably to the idea, on the general ground that no advan- 
tage was to be gained from adding to the number of state 
subsidies already m force As a result of these rumours 
the exchange reacted on July 18 to 440, but the decline 
was immediately resumed when they proved unfounded, and, 
after violent fluctuations, culminated, for the time being, 
in a 9-point break on August 20, when 4*11 was reached 
It IS noteworthy that the British Treasury had on August 18 
announced the removal of the restrictions on foreign 
security transactions which have been described above 
The low rate of 4*11 was not reached again for almost 
three months, but the intervemng penod was one of ex- 
tremely unstable equilibrium All three of the factors 
Unstable E ux exchange rate, of which it has 

hbnum-^ep^^' t>een indicated at least one had to change, did, 
*ember-Octo- in fact, change. The demand for dollars was 
er, 1919 reduced by a dimmution of American exports, 
which showed a remarkable reduction in July, being 
$350,000,000 less than the record figures for June, while 
American imports increased $50,000,000 Cancellations 
contmued to be made on a large scale, and it was reported 
that as much as $20,000,000 was cancelled in one week m 

Samuel Montagu & Co , Foreign Exchange Letter, July 24, 1919 
Ihid , July 31, 1919 TAeEcoMomsf, London, August 23, 19i9,p 306 

Monthly Summary of Foreign Commerce of the United States, June, 
1919. P 3. and July, 1919, p 3 

Samuel Montagu & Co , Foreign Exchange Letter, September ii, 1919, 
quoting the New York correspondent of the London Times under date 
of September 6 
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September In August the Bntish Government again 
provided for part of its needs in dollars by shipment of 
gold from Canada,®® and in October British Government 
dollar resources were made more effective for use in pro- 
viding dollar exchange than they had been before by the sale 
of the great $250,000,000 5|^per cent refunding loan In 
September, after the freeing of the gold bulhon markets in 
London descnbed in the preceding chapter, a number of 
large shipments of gold were made to New York which 
increased the supply of dollars offered there for sterhng, 
and m October a very special cause contnbuted to reduce 
the demand for sterling: this was the great New York 
dock strike, which, for a time, paralysed freight traffic 
and restricted American exports Transactions in the 
securities markets were also favourable to the pound. 
Holders of Amencan securities abroad were induced to sell 
large amounts on the New York market due to the advan- 
tageous rate at which the proceeds could be remitted 
Very considerable purchases of such secunties as Japanese 
4 per cent, and ist and 2nd series 4^ per cent, bonds, British 
4 per cent, and 5 percent war loans and French rentes were 
also made by holders of dollars for the same reason 
Against the favourable factors the extraordinarily high 
rates of money m New York may be set as an offsetting 
influence The influence of interest rates may easily be 
exaggerated, for, as Mr J M. Ke5mes has maintained, it 
is urflikely that when fluctuations of exchange are very 

Ibtd , October 9, igig 

Ibtd , August 28, igig A shipment of $18,000,000 in gold was made 
from Canada to New York and was commented on by the Wall Street 
Journal as follows “ Germany paid Belgium $18,000,000 m gold as an 
initial transaction in connection with the indemnity due that country 
Belgium in turn transferred the metal to England and England then 
ordered it forwarded to New York from her depository in Canada ” 

Sir Austen Chamberlain referred to this loan in the House of Commons 
on October 29, 1919, m the following terms " The funding of the dollar 
obligations which mature on ist November this year will enable us to use 
our available balances in the United States more freely than was possible 
when this liability was hanging over our heads, and we shall accordingly 
be in a position to repay a total amount of short-term debt in Amenca 
very considerably in excess of $250,000,000, which is the amount of the 
new loan " xzo H C Deb 5s , p 753 

Samuel Montagu & Co , Foreign Exchange Letter, October 16, 1919 
* Ibid , October 16, 1919, and November 13, 1919, 
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great, transfers will be made simply to take advantage of 
differences in rates of interest. The force of this argument 
IS, however, somewhat less strong when rates of 20 per cent 
to 25 per cent, are in question than it is when money market 
conditions are more normal Finally, these months marked 
the beginning of a period in which British prices rose more 
rapidly than American prices, a circumstance favourable 
to British importers and of great importance in the months 
that followed. 

These circumstances combmed to keep the doUar-ster- 
hng rate from fading below 4 ii until November 15, iqig 
Theim os m their nature temporary 

sibity of Mak- The reduction m the movement of goods 
mints i^Sed" America had taken place in midsummer, 
to^Prevent ]ust before the autumnal movement of gram 
and other foodstuffs had begun. When this 
inevitable movement took place, the demand 
for dollars could not fail to be correspondingly increased. 
Because the supply of dollar exchange was clearly inadequate 
to meet this increased demand, it seemed probable that the 
rate of exchange might again fall, as it did in July, to a 
point where British and other foreign purchases of American 
goods could no longer profitably be made. Under ordinary 
circumstances such a situation would have been anticipated 
and corrected by the operation of the gold standard 
machinery Dollar exchange would have been created by 
shipment of gold and by the attraction of balances to 
London by increased money rates there Exports to the 
Umted States would have been stimulated and imports 
from the United States reduced by a relative fall in British 
prices. By these traditional means a point would have 
been reached where the demand and supply of sterhng 
and dollars offered for exchange in the market would have 
been equahzed at a rate approximately that which ruled 
when these corrective forces were put into operation But 
m the autumn of 1919, the use of the first two of these means 
was hteraUy impossible because gold was not available and 
money was so dear m New York, and the third — a sufficient 
rdative reduction in British prices — ^was practically and 
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psychologically so Psychologically it was impossible be- 
cause the post-war boom was in rising crescendo and the 
attitude of aU the persons whose interests would have been 
affected by deflation was one of buoyancy and optimism 
Practically it was impossible because the fall supply of 
foodstuffs and other imports could not have been cut 
down to a point where a real equihbrium in the exchanges 
between Great Britain and America was reached without 


a change in the course of trade too sudden and too violent 
and with too disastrous collateral effects to fall within 
the limits of practical or wise financial statesmanship. 
Yet it was just such a readjustment which threatened to 
take place wiUy-niUy in the fall of 1919 unless either 
American credits were forthcormng or relative prices 
changed. What actually happened was that relative 
prices did change. But the change, somewhat paradoxically, 
took the form of more rapid mflation in Great Britain 
than in the Umted States While this accentuated the 
need of an ultimate adjustment of prices, it gave British 

« The Federal Reserve Board Indexes of wholesale prices for Great 
Britain and the United States and the absolute amount by which the 
British number exceeded the American were as follows 
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importers a sort of breathing-spell and made it possible 
for them to buy in America at a progressively lower exchange, 
and stiU dispose of their imports without loss A dechne 
in the sterhng-doUar rate was therefore reasonably to be 
expected in the fall of 1919, but an accumulation of adverse 
factors earned the dechne far beyond the point which it 
would otherwise have reached. 

The alternative solution for these exchange difficulties 
to the hard economic one was the extension of Amencan 
The Agitation <^r®6its in large volume to finance Amencan 
in America for exports As early as March, 1919, the War 
Credtt”£sup- Corporation was authorized under 

port the Foreign the terms of the Victory Loan Act to make 
Exchanges. advances to American exporters unable to 
obtain banking accommodation elsewhere of amounts up 
to $1,000,000,000 But this was not followed up by 
other similar schemes, though the need for organization 
and Government action to support foreign trade was urgently 
presented, especially by those connected with the exporting 
industries In May, Governor Harding, of the Federal 
Reserve Board, suggested the formation of a Cotton Export 
Association to aid in financing cotton exports, with the 
aid of the War Finance Corporation In August, Senator 
Owen, chairman of the Banking Committee of the Senate, 
urged Government action “to protect the foreign com- 
merce of the United States and to stabilize the foreign 
exchange ” ^2 ^ httle later a Cotton Conference in New 
Orleans demanded that Congress put a special fund of 
$1,000,000,000 at the disposal of the War Finance Corpora- 
tion to stabihze the foreign exchange, while that body 
was also memoriahzed by the National Live Stock Exchange 
about the state of the foreign exchange.^* In November 
the International Trade Conference was settmg up a 
“National Committee on European Finance" to study 
credits to Europe But the times were unfavourable for 
national legislation of this character, as it was at this 

Federal Reserve Bullehn, June, 1919, p 554 

Commercial and Financial Chronicle, August 23, 1919, p 731 

Ibid , October 18, 19i9,p 1499 ** JT!)id , November i, 1919, p 1645. 

Ibid , November 29, 1919, p 2029 
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time that the Treaty of Versailles was under consideration 
by the United States Senate Yet the fact that agitation 
for Government action on heroic hnes was in the air, was 
sufficient^ to induce a waiting attitude among bankers as 
to foreign credits.^® Congress did not yield to this agita- 
tion further than to pass the ineffective Edge Bill providing 
for the creation of special types of banks for foreign trade, 
and the situation was left to work itself out without the 
help of large scale credits from the American Government.^’ 
On November 15 the sterhng-doUar rate fell below 4-11 
and entered upon its second major dechne which carried 
The Second 3 20 oji February 5, 1930 Not only was 

Major Decline the rate Weakened by the strain of the autumn 
NoveSef' imports into Great Britain, but m addition 
1919, to Feb- a three-cornered senes of transactions was in 
ruary, 1920 progress by which contmental countries sold 
their agricultural produce m England and utihzed the 
sterhng proceeds to buy dollars in order to pay for imports 
of agncultural machinery, etc., from America Early 
in December the rate broke sensationally, reaching 3 67^ 
on the 13th A special cause is to be found in the settle- 
ment of the New York dock stnke, which had previously 
been a factor in favour of sterhng, and the conclusion of 
which was now followed by the appearance in the market 
of an enormous quantity of bills on London far in excess of 
the market’s power of absorption At the same time 
American importers were holding back their purchases in 
the hope of lower rates still, so A sharp reaction followed, 
carrying the rate to 3 85 on December 23 , but the dechne 
was again resumed By January 22 the rate had fallen 
to 3 61 and was stiU further weakened by the entry into 
the market in London of British merchants with commit- 
ments in America who were unwilhng to risk loss by still 
further dechnes Throughout the great and precipitous 

. August g, igig, p 523 

« On September ii Senator Walsh proposed that the Senate prohibit 
all fiirtliet loans to the Allies for any inilitaiy purpose 

Samuel Montagu & Co , Foreign Exchange Letter, February 12, 1920 
« Ibid , December ii, 1919 so ^ December 18, 1919. 

Ibid , January 22, 1920. 



64 England and the New Gold Standard : 1919-1926 

decline, two other factors were in the market which tended 
to depress the sterling rate. The first was the continued 
export of gold from America — at this time to Argentine 
and India chiefly — ^which has been commented on above, 
and the second, the accumulation of dollars by the British, 
and possibly to a small extent by the French Governments 
preparatory to meeting the great maturity of 1500,000,000 
Anglo-French Bonds which feU due on October 15, 1920 

M of these circumstances combined to drive down the 
sterhng-doUar exchange until, in spite of the change of 
TheTurnof prices noted above, it fell below the 

Tide, February, calculated puTchasmg power parity rate In 
1920 November, 1919, the calculated parity rate 

was only 98 13 per cent of the actual rate, in January, 
1920, 106 34 per cent , and in February, 113 05 per cent 
The situation, which had begun to grow acute in July, 
1919, was again repeated in aggravated form But there 
was one important difference, namely that the pressure 
of autumn requirements was over, rather than to come 
A corrective movement similar to that begun in July was 
now resumed as the exchange went lower and lower 
British exports to the Argentine, Brazil and Japan and 
other markets in which the local currency appreciated in 
terms of sterhng, as sterhng depreciated in terms of the 
dollar, were greatly stimulated Additional exchange 
was thus created m favour of Great Britain m these markets, 
which could be used directly m the purchase of dollars, 
I and which, by reducing the discount of the pound in these 
currencies, made arbitrage transactions profitable. In 
either case the dollars ofiered in New York in exchange 
for sterhng were increased Imports of wheat into Great 
Britain from the Umted States and Canada were reduced 
and those from Australia substantially increased during 
the autumn, for exchange considerations solely,®* and 
early in February, 1920, it was reported that many British 

® 2 Commission of Gold and Silver Inquiry, 0^ ctt ,Yol I, p 457., Tables 
based on Federal Reserve Board Indexes for the United States and Great 
Britain 

Samuel Montagu & Co , Foreign Exchange Letter, December 4, 1919 

IbiA , December ii, 1919 
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importers had ceased to buy further American cotton and 
had even shipped some back This was not because the 
cotton was not badly needed, but because it could not be 
converted and sold at a profit under the existing price 
relationships and at the existing exchange rate While 
the supply of sterling in the sterhng-doUar exchange market 
was being reduced in this way by changes in the movement 
of trade, it is probable that the demand for sterhng was 
being increased by sales of British-owned securities, formerly 
held in the United States as collateral for loans, in increas- 
ing amounts 

On February 5 the sterling rate recovered 7 points to 
3-27, and by February 14 had reached 3 46 It was aided 
in this recovery by optimistic feehngs engendered by the 
hopes of early ratification of the Treaty of Versailles by 
the Umted States During the remainder of February 
violent fluctuations took place, due to the subordination of 
the exchange market to speculative conditions in New 
York Large amounts of sterhng bills growing out of the 
continued heavy export trade of the United States, including 
many cotton bills, were withheld or suddenly offered on the 
market in accordance with the rapidly changing money 
and credit conditions in New York This brought about 
correspondingly violent changes in the exchange rate. On 
February 16 a break of 10 points from 3*46 to 3-36 took 
place, which was directly caused by purchases induced 
by bad pohtical news reversing the earher optunistic 
reports concerning the attitude of America towards the 
peace settlement On March 6, 1920, however, an event 
took place of more permanent sigmficance for the sterling 
exchange, for it marked the definite elimination of one of 
the important influences which had tended to depress the 
rate so far below the level which was indicated by the 
purchasing power parity figure On that date ofacial 
announcement was made in the press that the Anglo- 
French loan would be paid ofi on its due date, October 
15, 1920 The terms of this announcement were quite 

ll Samuel Montagu & Co , Foreign Exchange Letter, February 5, 1020 

Jtod, December 18, 1919 

F 
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colourless, being lunited to a bare statement of the fact, 
but on March 8 the Chancellor of the Exchequer, Sir Austen 
Chamberlain, made the following noteworthy declaration 
in answer to a question m the House of Commons 

“ The House will be glad to know that the British Govern- 
ment has no intention of re-borrowmg outside the United King- 
dom any part of the $250,000,000 required, so that when the 
loan IS repaid we shall have reduced our external debt by over 
^^50,000,000 We shall employ for the purpose resources already 
available or in sight in the United States, and to the extent that they 
are not sufficient, we shall ship gold * I may add that we have 
already made a begirmmg by bujung Anglo-French bonds at 
the market at a considerable discount below par ” 

It was thus officially confirmed both that the British 
Government had been in the market for some time, and 
that it had satisfied its needs and would not require to 
purchase further doEars for this purpose. The gold with 
which the deficit was to be made up was probably already 
in hand at the time of the announcement, as a large 
part of the gold imports into the Umted Kingdom from 
South Africa just at the close of war had neither been 
exported nor had appeared in the Bank of England reserve.®® 
Early in April a further announcement was made to the 
effect that the British Government was prepared to buy 
American doHar securities deposited under Scheme “ B " ®® 
to help pay off the Anglo-French Bonds, thus further indica- 
ting the effort being made by the Government to achieve this 
purpose without further recourse to the exchange market 

The response of the exchange to these developments 
was surprising From 3 45f on March 3, the rate jumped 
The Recov 3 '^ 3 i March ii, an advance of 10 9 per 

in sterling-^ Cent in one week Freed from the peak load 
April to June, of pressure growmg out of the autumn move- 
ment of grains and cotton from America, 
and also from pressure due to Government purchases on 
Anglo-French Loan account, helped also by occasional 

* Italics author’s 

” 126 H C Debate, 5s , 1920, p 910 

Samuel Montagu & Co , Foreign Exchange Letter, March ii, 1920. 
See Note 9, Chapter III, p 47 These purchases began April 12, 

1920 
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but substantial shipments of gold and by the increase in 
the supply of and decrease m the demand for dollar exchange 
resulting from the corrective movement in trade set in 
motion by the low exchange itself , and probably stimu- 
lated by replenishment of necessary balances in London 
following renewed confidence in British solvency and 
credit which accompanied the Anglo-French Loan announce- 
ment, the sterhng-dohar exchange entered into a four- 
months’ period in which no strong tendency was expressed, 
but in which the newly won gains were held Wide fluctua- 
tions characterized the period April to July, 1920. On 
April 6, 4 05 J was momentarily reached, but the general 
range for this period was from 3 99 to 3 85 and the fluctua- 
tions were in general around the point of purchasing 
power parity New influences became important in the 
exchange situation during these months, notably gold 
shipments, and speculative movements caused by pohtical 
developments on the Continent These will find a more 
suitable place for discussion m a later chapter 
Early in 1920 the post-war inflation period began to 
draw to an end in both England and the United States. 
In England the Government had, by Treasury Minute 
dated December 15, 1919,®^ estabhshed as a maximum for 
its currency note issue in any future year the maximum 
amount actually outstanding in the previous year This 
Minute has been designated by Professor Edwin Cannan 
as “ one of the most important documents in the monetary 
history of the world,” for he points out that it really 
amounted to a self-denying ordinance by which the Treasury 
bound itself to provide for all future outgoings by other 

The Federal Reserve Bank of New York in its Report on Business 
Conditions for March, 1920, stated " England is reported as turning else- 
where for supplies , especially to South America Principally this has 
affected our gram movements to Britain and the Continent . Exports 
of cotton to the British Isles are still heavy, but Germany, formerly a 
heavy purchaser, is returmng to the market very slowly In the 

iron and steel trade the situation is somewhat more active Shippers of 
crude oil and petroleum products are finding little dif&culty in placing 
orders abroad and are expecting an mcreased demand, with the same true to 
a less extent of manufactured articles Simultaneously there has been 

a heavy decline in foreign orders for packers products ” (Italics author’s ) 

Text printed in Kirkaldy, A.W ,op cit ,p 415 
®® Cannan, Edwin, Money, London, 1923, pp 100-102. 
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means than the issue of notes At the same time, begin- 
nings had been made toward the reduction of the Govern- 
ment debt The Budget of Sir Austen Chamberlain of 
April, 1920, provided not only for a balance in the national 
accounts, but for a surplus of ;^230,ooo,ooo. Boom con- 
ditions disappeared early m 1920 from nearly aU industries 
Those working for foreign orders suffered largely from 
cancellations, and home market orders fell off while stocks 
accumulated Similarly in the United States signs were 
multiplying of a change in financial and industnd affairs. 
Credit restrictions and stock market dechnes were m pro- 
gress in April By May, 1920, the Federal Reserve System’s 
ratios of gold reserves were approaching the legal hmit, 
and but for inter-bank borrowing would have fallen below 
it An entirely new situation faced both countries The 
first phase of post-war reconstruction had been completed 
The sterhng-doUar rate at 3 94 was about a true expression 
of the pnce relationships of the two countries, and there 
was no indication that the exchange market would be stabil- 
ized at or near this rate, and no real desire that it should 
be But an important step had been taken towards the 
return to gold, for the depreciation of the pound sterhng 
in terms of gold had been definitely determined and 
accurately measured in a free and open exchange market. 

Before entering upon a study of a new phase of reconstruc- 
tion, it will be both instructive and helpful to abstract from 
The Effects of other elements in the situation the role 
Gold Exports of gold as far as it affected the sterhng-doUar 
ISes— dunng the penod covered by this and 
Paradoxical the preceding chapter and see what hght it 
Character throws Upon the events which followed and 
upon the functions of gold in international finance in 
general. The movement of gold throughout 1919 and 
the first months of 1920, in so far as it was permitted, was 
with few exceptions away from Great Britain and the 
United States to South Amenca and the East It is true 
that a number of large shipments moved from England 

Beckhart, B 13 . ,op , p 432. 



The SterUng-Dollaf Exchange F^nds tts Own Level 69 

and other countries to the United States ; but these were 
for the most part made by Governments for arbitrary, 
though no doubt wise and useful purposes, and did not 
answer to commercial considerations such as guide the 
movement of gold under ordinary circumstances. 

A consideration of the effects of the large net export 
of gold from the United States from June, 1919, to Apnl, 
1920, brings to hght a number of very important differ- 
ences between this particular gold dram and the normal 
gold dram from a gold standard country. Gold ship- 
ments affect exchange rates m two entirely different ways, 
but these effects usually supplement each other and no 
distinction between them is apparent on the surface But 
dunng the period covered by the present chapter the two 
effects were not only entirely divorced from each other 
so that they could be clearly and easily distinguished, but 
actually exerted opposite influences upon the sterling- 
doUar exchange rate The dimmution of the amount of 
gold m the United States did not, as has been seen, increase 
its value On the contrary, the currency and credit pohcy 
of America during this period, however much it may have 
been justified on general grounds, resulted m a decrease in 
the value of gold. Gold used directly as money, or when 
converted into paper instruments of credit had less pur- 
chasing power at the close of the period than it had at the 
beginning And inasmuch as the world value of gold 
was associated with, and even identified with its value in 
America, for reasons which have been discussed, the task 
of England in restoring the old parity between sterling 
and gold was made easier. This fact should not be obscured 
by the circumstance of a greater relative inflation in Great 
Bntain than in the Umted States which not only main- 
tained but increased the depreciation of the pound m terms 
of gold at a time when gold itself was dechnmg m purchas- 
ing power. That circumstance simply meant that the 
necessity of producing and distnbutmg goods quickly after 
the war was greater, or at least was thought to be so, than 
the necessity of stabilizing the pound with respect to gold 
But though taken hy itself, the depreciation of the value 



70 England and the New Gold Standard : 1919-1926 

of gold was a force tending to strengthen the sterhng-doUar 
rate by making American goods and services dearer than 
they would have been had the purchasing power of gold 
remained stationary, and thus retarding exports from and 
stimulating imports into the United States to that extent, 
yet the actual movement of the metal in international com- 
merce did not reinforce this tendency It had, on the con- 
trary, a depressing effect upon the sterhng-dollar rate, as 
we have seen, except for the brief interval when Indian 
and other non-Amencan demand was not effective m the 
London bullion market, and except for Government ship- 
ments. Gold, therefore, durmg the inflation penod pre- 
sented a curious contradiction The decrease in its value 
was undoubtedly a very strong influence in supporting 
the sterhng-doUar exchange rate which would, without it, 
have suffered even more disastrous depreciation than was 
actually the case But its movement in international 
commerce was a factor in depressing the rate The im- 
portance of these two eflects of gold shipments was very 
unequal But it is necessary that they should be dis- 
tinguished For the contradiction did not cease while 
the subsequent period of deflation was in progress For 
then the situation was exactly reversed During that 
period the value of gold rose, and this was unfavourable 
to the exchange value of the pound But the actual move- 
ments of the metal greatly increased the supply of dollar 
exchange offered agamst sterhng and supported the rate 
That these are, in fact, contradictions, can readily be seen 
if we recall the description of the usual order of events 
under the gold standard already quoted from the Vissermg- 
Kemmerer Report • “As gold specie goes out . prices 
tend downward . . commodity imports are retarded, 
while exchange rates are high and commodity exports are 
stimulated." Conversely, we may write : “As gold specie 
flows in, prices tend upwards, commodity imports are 
stimulated, while exchange rates are low and commodity 
exports are retarded." Both durmg the penod of infla- 
tion and that of deflation the actual movements of gold 
as a commodity tended to produce these orthodox effects, 
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while the changes in the value of gold, as reflected in the 
American price level, tended to produce exactly opposite 
effects 

These contradictions may be shown schematically as 
follows 

Gold movements under normal gold standard conditions 
affect the sterlmg-dollar exchange as follows ; 
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During the inflation period to May, 1920, II but not I was 
realized. 

Durmg the deflation period after May, 1920, IV but not III 
was realized. 
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CHAPTER IV 

GOLD— AN INSTRUMENT OF DEFLATION 


The rapid rise in pnces in the United States, or in other 
words, the decline in the value of gold, which has been 
discussed in the previous chapter in its relation to the 
sterlmg-dollar exchange rate, intensified the difficulties 
under which the American gold-mming industry was 
labouring Even when the peak of inflation was passed 
and prices began to fall after May, 1920, the position of the 
mines did not improve sufficiently to check the decline in 
production Gold produced in the United States in 1919 
amounted to only $60,333,400, in 1920 to only $51,186,900, 
and in 1921 to only $50,067,307 compared with $68,646,700 
in igiS.i The reasons were perfectly clear and obvious — 
production and increasing costs and sale of the product at 
a fixed price. 

The efiect of price changes in the United States, and 
therefore in the world value of gold, upon the South African 
^ ^ gold-mining industry was a far more compli- 
Gold Mining in Gated matter As in the case of the American 
industry, the fundamental difficulty facing the 
South African gold mines after the war was the 
decline in the value of their product in comparison with 
pre-war years. But after the re-estabhshment of a free 
market for South African gold in London in September, 
1919, other variable elements entered into the situation 
which at times accentuated, and at times dimmished the 
effects upon the South African gold mmes of changes in the 
world value of gold These variable elements were three : 

1 United States Director of the Mint, Annual Reports, 1920, p. 292 ; 
1921, p, 278 , 1922, p 240 
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changes in the South Afncan pnce level and hence in the 
costs of mining in South Afnca , changes in the degree of 
accuracy with which the London market price of gold 
buUion reflected changes in the world value of gold due to 
the alternate under- and over-valuation of the English 
pound by the sterling-doUar rate , and changes in the 
London- Johannesburg exchange rate which affected the 
amount of the proceeds of sales of gold in London when 
realized in South Africa Had the South African price 
level altered in the same degree and at the same rate as the 
American price level , had the London market price of gold 
always reflected exactly the depreciation of the purchasing 
power of the Enghsh pound as compared to that of the 
dollar, and had the London- Johannesburg exchange in 
turn reflected the real depreciation of the Enghsh pound 
in terms of the South Afncan pound, the position of the 
South Afncan mines would have been analogous to that of 
the American mines They would have received an approx- 
imately constant amount of South Afncan pounds for their 
product, and their costs would have nsen or fallen with 
variations in the world value of gold Conditions m actual 
fact, however, were far different Between September, 1919, 
and December, 1921, the pnce of gold bulhon in the London 
market twice rose to over 120s , in February and November, 
1920, and once to 115s. in July, 1921, and three times fell 
below 104s., in Apnl, 1920, and in May and November, 1921. 
The entirely unprecedented fluctuations in the London 
market price of gold from 1919-1921 are shown on Chart III, 
but no deductions may safely be drawn from them alone 
as to the advantages or disadvantages resulting for the 
South African gold mines in marketing their product The 
effects of the increases in price were not equ^y favourable 
to them, nor those of the dechnes equally disastrous to them 
because of alterations in the other variable factors mentioned 
above. 

When the gold premium ^ first appeared in September, 

® It IS convement to use the expression " gold premium " for the differ- 
ence between the standard pnce of 77s 9a! per standard ounce, or 
845 9 Sid per fine ounce, and the actual market price, although the 
expression is not really accurate It has to commend it brevity and the 
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1919, the South African pound stood at a premium of f per 
The Efiect of Enghsh pound, while the Eng- 

the Gold lish pound stood at discount of 16 per cent 
S^SrSuth American dollar A very substan- 

African la- tial advantage m the sale of gold ‘therefore 
dustry accrued to the South African industry as 

compared to the American industry The small premium 
at which the South African pound stood in London 
was more than offset by the fact that the price of gold 
in London was shghtly higher than would have been 
justified in the basis of purchasmg power parity between 
England and America, and an additional advantage arose 
from the fact that South Afncan prices, though they 
had risen rapidly after March, 1919, had not nearly 
reached the level of Enghsh pnces and were even lower 
than American prices By February, 1920, not only had 
English prices risen relatively much higher than American 
prices had, but the under-valuation of the pound in the 
sterhng-doUar exchange had, as we have seen,® become 
marked A very high pnce of gold in London resulted, 
and although the South African pound was then quoted at 
a somewhat higher premium in London, the proceeds of 
sales of gold when remitted to South Africa were very 
satisfactory to the Transvaal This was all the more true 
because South Afncan prices stiU had not risen even to the 
American level. “ The premium,” said Sir Evelyn Wallers, 
President of the Transvaal Chamber of Mines at the Annual 
Meeting held on March 22, 1920, “ has, for the time being, 
saved the situation ” ^ Dividends approached the normal 
rate, mmes were not shut down, and certain necessary 
increases of pay were granted to meet the rapidly rismg 
cost of living But the very favourable conditions of 
February, 1920, did not endure. By May of that year the 
price level in South Africa had risen still further and was 

sanction, of general usage among those interested in the production and 
marketing of gold It will not be used in this book in the sense of an 
appreciation of gold within England, that is to say the appearance of 
difierential " gold prices ” as compared with prices in paper pounds 

® Cf Chapter III, p O4 

* Thivtieih Annual Report of the Transvaal Chamber of Mines for the 
Year 1919, p, 60 
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approaching the American pnce level The over-valuation 
of the dollar in the sterlmg-doUar exchange rate had prac- 
tically disappeared, and this had resulted in a sharp fall in 
the pnce of gold in London Increased costs and decreased 
price thus brought about a situation that would in any case 
have been discouraging to the South African mines But 
in addition the South Afncan pound was allowed to go to a 
premium of 8 per cent ® over the Enghsh pound, and this 
dimimshed the benefits derived from the gold premium, 
perhaps a third The existence of this high premium for 
remittance to South Africa was regarded by some of the 
leaders ® of the gold-mimng industry as a defensive measure 
taken by the South Afncan banks to protect themselves 
against the gold dram occasioned by the vigorous trade in 
sovereigns illegally smuggled from the Union for export to 
India and elsewhere The banks had long been urging the 
Government to make their notes inconvertible, and now 
the gold-mmmg industry came to their support, thus putting 
itself m the anomalous position of declaring for and vigor- 
ously promoting an m'convertible paper currency “ backed 
by gold " for the Umon 

The situation was a curious one After the war. South 
Afnca had retained the convertibihty of its notes into 

o XI- AX sovereigns, but had continued its war-time 
South Africa .t, x x u t-t. 

Adopts an embargo upon the export of gold coins. This 

focon^rertibie embargo, unhke that of England, could not 

aper urrency successfully enforced. The dram of sover- 
eigns into Portuguese territory was not checked As 
Professor Cannan has pointed out, it was, m fact, an effective 
agent of deflation, as gold drams always are unless steps 
are taken to counteract them ’ In the case of South Africa, 
such steps were taken First sovereigns were purchased 
in London in March and April, 1920, at a price of consider- 
ably more than 20s , to replace the vamshed com, and, as 
has been noted, these purchases drained the London market 

® The 8 per cent premium was m force from May i to June 15, 1920, 
I-ondon Economist, May, 1920, p 941, and June 19, 1920, p 1373 

® ThirUeth Annual Report of the Transvaal Chamber of Mines for the 
year 1919, Letter from the Chamber to the local banks, p 301 

’’ Cannan, Edwin, “ South African Currency,” in the Economic Journal, 
December, 1920, pp 521-522. 
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of gold which might otherwise have gone to New York to 
strengthen the sterling-doHar exchange But this was an 
expensive method of preventing the deflationary effects of 
an export of gold from being realized, and it was almost 
certain to be ineffective as long as gold could be bought 
more cheaply by purchasing South African pounds and 
smuggling sovereigns out of South Afnca than in any other 
way ® The gold dram could have been stopped auto- 
matically if the premium on South African pounds over 
English pounds in the London-Johannesburg exchange had 
been allowed to rise to a point where it correctly reflected 
the true relationship between Enghsh and South African 
prices. But this would have run counter both to the 
interests of the gold mines, and to the widely held behef 
that the Enghsh and the South Afncan pounds were one and 
the same, and that the premium charged for remittance on 
South Africa by the South African banks was in the nature 
of a commission for their services ® Legislation was passed, 
going into effect December 17, 1920, which established the 
South African Reserve Bank, and placed the South Afncan 
currency on an inconvertible paper basis The premium 
on remittance to South Afnca disappeared and by November, 
1920, had been replaced by a discount of about 4 per cent , 
which, coupled with a sharp nse in the pnce of gold and the 
culmination of the nse in South Afncan prices, gave a 
welcome relief to the gold-mming industry 

It was not until 1921 that the complicated elements which 
affected the South African gold industry combined in such 
The Approach ^ Way as to bnng about a cnsis By May, 
of a Crisis in 1921, the doUar had become greatly under- 
the Transvaal yg^ued by the sterhng-doUar exchange rate 
while deflation was proceeding much more rapidly in England 

** Th-* tluhioii-, iroOiOc’, b\ which ^,nl^e niiiii' worker-^ rctumirg to 
PoiL'igiiCM rn-,! AJiic.i I wiij't-jiu gold \,(ie I’Kiiioed to cxd’unge 

->01 CTcnp -j at Liclxndcric J 3 ,> co I iii.’T.'nno i oio-, wcie .'u iii'porlant 
IinJ, J11 tiu' nachiii'-i \ wJiicn ji.irl oi I'ledn laol iroM ndi atcojMph‘,i,( d 

“ llie gold r.nr tb m bohth AUaa, iniOL^hout Ixie posl-Wai period 
tro. ted I'lc jirc n.i m as jii c‘X|,Ci sc - a-, p« L of iho rt.iliz.’l'on (i aigci, 
a id v Lit i(‘ii It. d\ 10 i('^ Id -file pnii iiii i as .1 wholh' uiijiiSLil'ul ai'd 
" lxiD'-lIoikI e ” t larje wlion it biLcaie high 

C' I / Aiiiiuil Lroi. ail CLuinb.r oj MhCi, jor the 

Year 1923 Address oi Acting Prcsidcut, p 58 
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than in America The pnce of gold therefore- declined 
sharply in London The discount on remittance' to South 
Africa disappeared, and South African pnces in spite of 
severe measures of deflation were falling less rapidly than 
Amencan pnces. The premium on gold was, as a conse- 
quence, of less value to the gold-immng industry in South 
Afnca than at any time since free deahngs in gold had been 
resumed The Transvaal Chamber of Mines demanded wage 
reductions in a conference with the Miners' Unions on 
May 28, 1921.^® The tension was momentarily relieved by 
a temporary increase in the pnce of gold due to the rise in 
the sterhng-dollar rate to about purchasing power parity 
between England and Amenca m July, 1921, but as deflation 
continued to be greater in England than in America, the 
price of gold soon resumed its decline Demands for wage 
reductions became more insistent, but the Unions of the 
white miners were unyieldmg The stage was set for the 
so-called Revolution m the Rand of early 1922. 

Under these circumstances it was to be expected that 
production in South Afnca would continue the decline begun 
Gold Production t>ut that the fading off would be small, 

of South Africa, due to the varymg rehef given by the premium 
1920-1921 undervaluation of the South African 

pound combined. Such was, m fact, the result. Production 
from the Transvaal from 1918 to 1921 was as follows 

1918 1919 1920 1921 

$174,023,297 $172,230,473 $168,648,178 $168,035,597 

The latter half of 1920 and the year 1921 was a period of 
deflation and of fading pnces It was therefore a penod dur- 
ing which the value of gold was nsing Yet the dechne m 
the production of gold which had characterized the preceding 
years was not checked This dechne, by means which have 
just been described, however, was kept within very moderate 
hmits in the Transvaal, and it was precisely the South 
African production which was overwhelmingly more im- 
portant than any other as an instrument for restoring con- 

« Thwiy-second Annual Report, Transvaal Chamber of Mines, for the 
Year 1921, p, 232 

G 
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ditions in which a general return to the gold standard could 
be seriously considered. It formed the mam element in the 
great stream of gold imports which flowed to the United 
States during these months, and profoundly influenced both 
the sterhng-dollar exchange and the value of gold in the 
United States. 

As has already been indicated, the cause which diverted 
South African gold to the United States in the summer of 
1920 is to be found in the great change which took place at 
that time in the position of India and China with regard to 
the precious metals Not only did the East cease to pur- 
chase the new South African production, but it ceased to 
provide a market for other gold as well that normally would 
have been absorbed there, and in addition made shipments 
from its own great reservoir of gold. It is this circumstance 
which accounts for the unparalleled magnitude of American 
gold imports in 1921, exceeding even the unprecedented 
imports of 1915 and 1916 It, therefore, merits careful 
attention 

The great war-time prosperity of India continued through- 
out most of the period durmg which gold imports were 
impeded and hampered by compulsory sale 
Sdia to the Government at the " acquisition pnce 

Importer to Yet when finally free private import of gold 
Goid^^^ was again permitted in June, 1920, India was 
not for long a keen buyer of gold, and in a few 
months afterwards actually exported the metal The 
explanation of this somewhat surpnsing fact is found in 
three important developments which are quite distinct, but 
yet closely interrelated These were * the changes in the 
course of Indian trade , the change in the price of silver in 
rupees , and the change in the pnce of gold in rupees. 

The year 1919 had been one of great commerical activity 
in Inia The monsoon had been exceptionally good 
Though imports as well as exports had been of record dimen- 
sions, yet the surplus of exports over imports was a record 
too The demand for remittance on India had therefore 
been very insistent Under these circumstances it had been 
Report of the Controller of Currency, India, 1920-^1, p 2 
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not only possible but easy to defend the Indian rupee 
against the menace to its token character arising from the 
high and rising pnce of silver by permitting the sterhng- 
rupee exchange to nse step by step as the price of silver 
rose The problem of the Indian financial authorities had 
indeed been, not that of maintaining the rate at these high 
levels, but that of preventmg it from rising further. But 
by the beginning of 1920 a change became noticeable The 
accumulated wealth of the people and the high exchange 
value of the rupee continued to stimulate 
?ii(SaTSports^P°^® into India These were on a very 
Weakens the large scale, and, owing to the world-wide 
Exchang?^^™^ inflation then nearly at its height in many 
countries, they were bought at high pnces. 
On the other hand, the high pnces of Indian products and 
the high exchange began to discourage buyers and exports 
began to dechne On January 3, 1920, when the rupee 
stood at 2s 4 d., this change was signahzed by the ofler by 
the Indian Government of Reverse Council Bills That is 
to say, the Government offered remittance on London, not 
remittance on India as heretofore The rate fixed for the 
sale of Reverse Councils dunng January, 1920, was 2s 3||^? , 
which was high if the conditions of the exchange market 
alone were taken into consideration, but yet was lower than 
the buUion value of the silver contents of the rupee The 
prospect which opened out before those responsible for 
Indian finance at that time was a difficult one The market 
tendency of the rupee was hkely to be strongly downward 
To hold the rupee continuously above the natural market 
level would certainly be very costly, perhaps prohibitively 
so Yet the price of silver was still nsing, and if the 
exchange value of the rupee did not nse with it, the rupee 
was m danger of being melted down and exported as bulhon. 
This latter consideration weighed heavily on the minds of 
the Babington-Simth Commission investigating Indian 
currency problems. It was probably the determining 

Tke sale of Councilj Bills in London was suspended after January 6 * 

1920 

Report of the Committee on Indian Exchange and Currency, 1920 
(The Babington-Smith Commission), Cmd. 527, pp 18-19. 
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factor in their decision that the rupee should be stabil- 
Attemptto sterling-rupee 

stabilize the exchange should be allowed to fluctuate with 
Goff due to the^^^^^®® depreciation of sterling in terms 

High Price of of dollars. This part of the Commission’s re- 
Silver commendation, as we have seen , went into effect 

on February 2, 1920, and as a result the exchange value of 
the rupee again went above the bullion value of its silver 
contents This was natural because the price of silver was 
stiH strongly influenced by the fluctuations in the sterlmg- 
doUar exchange for which allowance was now made in fixing 
the rupee-sterhng rate 

When the sterhng-dollar exchange began to recover after 
reaching its low point in February, 1920, the improvement 
was reflected in a sharp decline m the London market price 
Decline m the Silver The decline in silver, however, 
Puce oVsiiver though at first largely due to this cause, was 
after February, carried much further by enormous sales of 
melted-down silver coins from the Continent 
and by the appearance of China as a seller rather than a 
heavy buyer As a result, except for a brief period m the 
autumn of 1921, the value of the silver contents of the rupee 
remamed steadily below its exchange value These changes 
in the silver market had the effect of eliminating the price 
of silver bullion as one of the factors directly influencing 
the sterhng-rupee exchange. The arrangements for holding 
the rupee at as gold, which may properly be regarded as a 
heritage from the high price of sflver, however, remamed, 
and became increasingly burdensome and finally impossible 
to carry out. The extraordinary falling off in Indian exports 
while Indian imports continued to be abnormally high,i® 
turned the visible balance of trade against India in June, 
1920, and resulted m so strong a demand for sterling that 
the market rate of exchange on London was continually 
below the rate fixed for Reverse Councils. While the rate 
for Reverse Councils was 2s, 4^d. at the end of June, the 

Mocatta and Goldsmid, Annual Cxrcular, 1920. 

Report of the Controller of Currency, India,, 1920-21, -p 2 The restric- 
tion on the import of silver into India vras removed in February, 1920 
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maxket rate had fallen below 2S., and tenders for Reverse 
Councils enormously exceeded the amounts which could be 
offered Such a discrepancy between the two rates made 
the impossibihty of mamtainmg the rupee at 2S gold per- 
fectly apparent, and the attempt was abandoned It was 
followed by an effort to hold the rupee at 2s sterling 
The rate for Reverse Councils was fixed on June 24, 1920, 
at IS and held there till September 28 This rate 

The Attem tto ^^te which would ultimately 

Stabihze^uS ° hold when sterhng returned to a parity with 
Berlin Sales of Reverse Councils on this basis 

“ also were very heavy There was, in addition, 

a second means by which the Government of India sought 
to maintain the rupee at 2s sterhng. Weekly sales of gold, 
undertaken at first in order to reduce the internal premium 
on gold in India, became important after free import of gold 
was permitted,^’ as a means for supporting the exchange 
They had the effect of reducing the demand for sterhng by 
reducing imports of gold, and were continued for this purpose 
until September 14, 1920 is in spite of aU these measures 
which gave very considerable support to the exchange — 
the sale of Reverse Councils from January to September 
having reached unprecedented amounts, and having carried 
with them a very large contraction of the Indian currency i® 
— ^the market rate of exchange kept continuously below 2s , 
and this attempt at stabilization also was manifestly a 
failure. Like the first it was abandoned and the sterhng- 
rupee rate was left to take its natural course This was 
downwards By March 7, 1921, a low point of is 2 ^d 
was reached, and only once during the balance of that year 
did the rate recover above is $d. 

The effect of this senes of events upon the price of gold 
m India was very great, and it led directly to the great 
change in India’s trade in gold The very high rates at 
which the rupee stood up to February, 1920, enabled the 

Ibtd! , p 14 

” This was synchronous with the abandonment of stabilization at 25 
gold 

Report of the Controller of Currency, India, 1920—21 p 17 
“ lh%i , p 14 * r / 



86 England and the New Gold Standard : I 9 i 9 --ig 26 

Government of India to acquire large amounts of gold 
cheaply. The resale of very considerable amounts to the 
pubhc m India was both profitable to the Government and 
Changes m the Successful in bnnging down the price of gold 
Price of Gold in the bazaars The support given to the 
m India rupee exchange during the deflation enabled 
large purchases of gold to be made in London on private 
account immediately foUowmg the removal of restrictions 
in addition to the purchases from the Government at 
relatively cheap paces When the failure of the attempts 
to support the rupee was followed by a very rapid dechne 
in its exchange value the price of gold in rupees rapidly 
rose, and as this increase in the price became greater, it 
became increasingly profitable for India to seU gold It 
must be borne in mind that from the point of view of the 
Indian peasant, merchant and banker, the rupee was stable 
and the price of gold variable The profitableness of all 
transactions was measured in rupees, and from September, 

1920, to July, 1921, the profit m rupees to be derived from 
the sale of gold became steadily greater. The situation is 
readily seen by a study of Chart IV, m which the price of 
gold in the Bombay bazaar m rupees per tola is shown for 
the ist and 15th of each month for the years 1919-25 
At the same time silver was becoming cheaper, and it was 
inevitable that the Indian people, accustomed for centunes 
to deahng in gold and silver, should wish to exchange the 
dearer for the cheaper metal. In addition, the poor mon- 
soon of 1920 made it necessary for the Indian cultivator to 
realize a portion of his savings made in more prosperous 
years in the form of gold Gold imported by the bazaars 
did not find a ready market, and stocks in Bombay reached 
very high totals, perhaps amounting to between 10 and 

Messrs Samuel Montagu & Co in their Bullion Letter of April 7, 

1921, make the following interesting observation " Exchange operations 
between gold and silver in the East are of very ancient origin The Eg3;p- 
tian code of Menes, dating perhaps between one and two thousand years 
before the present era, is thought by some authorities to be connected 
with the Indian code of Manu — probably of much earlier date In it is 
a reference to a ratio between gold and silver We need not therefore be 
suipnsed if the Indian people are adept at fhe practice of exchanging the 
two metals ! ” 
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Quotations for ist and 15th of each month taken from “ The Times of India ’ 
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15 lakhs of tolas in the early days of November, 1920.21 
This was sufEcient to keep India out of the London gold 
market When a little later, as a result of the situation 
described above, arrivals from “ up country ” began to 
India Begins to pour in m large volume, reaching as high as 
Export Gold 6o,ooo tolas (22,500 ounces) a day in December, 

1920, and in March, 1921,22 the bazaars became heavy 
sellers of gold to the banks In this way gold became avail- 
able for export m large amounts, and as the rupee-sterling 
exchange continued to fall, gold began to leave the country 
In November, 1920, India became a net exporter of gold, 
and continued to be so for eleven months without inter- 
ruption till September, 1921 At the same time imports of 
silver into India m February and March, 1921, and again, 
after the monsoon was estabhshed in July and September, 

1921, were heavy From January to September 30, 1921, 
they were rather more than half as great — ^in rupees — as 
exports of gold during those months 22 

Similarly, the other great silver-using country, China, 
experienced a revolution in its foreign trade in the precious 
^1. T, , metals, due to the nse in the price of gold in 
the Trade of terms of Chinese silver money Durmg the 
Sd^Silvef period when silver was nsmg to unprecedented 
heights, gold appeared cheap in China, and 
Chinese of aU classes changed part of their savings from the 
form of silver into the form of gold The gold demand 
of China arising from this cause was, as we have seen, an 
important element in the dram of gold from the Umted 
States which followed the removal of the gold embargo in 
June, 1919 But when silver fell away in value in 1920 
this demand fell off and m the latter half of that year was 
turned into a very heavy export of gold, the whole transac- 
tion having been a very profitable one m terms of Chinese 
currency 2^ The movement is shown in the Chinese export 
and import figures given m Table 5 

Samuel Montagu & Co , Bulhon Letter, December 2, 1920 
*2 lUd , December 30, 1920, March. 24, 1921, and April 7, 1921 
lh%d , October 6, 1921, and November 24, 1921 
2* The Ch%na Year Book, 1923, p 295. 
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TABLE 5 

Chinese Imports and Exports of Gold. 


Haikwau Taels 


Imports 

Exports 

Net Imports Net Exports 

1918 

1,228,342 

2,281,659 

— 1,053.317 

1919 . 

51,078,643 

9,896,429 

41,182,214 — 

1920 1 

50,966,880 

68,469,360 

— 17,502,480 

1921 . 

29,499,232 

45.959.627 

— 16,460,395 

Source 

The China 

Year Book, 

1920-22 and 1923 


The great bulk of the imports in 1920 were m the first six 
months, and of the exports in the second six months The 
total figures for both 1920 and 1921 were quite unprecedented 
In Chapter II it has been noted that dunng the closing 
months of the post-war boom which culminated in May, 
The London the drain of gold from the United 

Bullion Market, States to South America, Spam and the Onent 
r)eceinSr°'i92i continued, and that it was not fully offset 
by shipments from the London bullion market 
In spite of the very high pnce of gold resulting from the 
great depreciation of the Enghsh pound in terms of the 
dollar, imports from that source mto America were inter- 
mittent and not very large in amount In June when free 
import of gold into India was again permitted Indian demand 
was dommant in the London market This demand was 
stimulated by the fall in the pnce of gold which had accom- 
panied the recovery of the sterlmg-doUar rate in the spring 
of 1920, and it continued to dommate the market in July 
By August, however, the situation had changed. The pnce 
of gold rose, the bulk of shipments from London no longer 
went chiefly to India, but were divided between India and 
New York In September the bulk of the shipments were 
going to New York and after November 4, Indian demand 
ceased entirely and without any interruption gold bulhon 
dealt in on the London market went steadily to New York 
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until September 15, 1921. At that time Indian demand 
made itself effective, but after three weeks again disappeared 
tiH early in 1922. The reappearance of India in the London 
market in September, 1921, was, however, a sign of important 
changes m India’s position with regard to gold which later 
developed into a major movement of gold to that country, 
and will be dealt with at a later stage. 

Coincident with the changes in the East just described, 
which not only diverted gold to the United States which 
would otherwise have gone to India and China, 
impOTtefirio directly added to Amencan imports ship- 
Amenca, June, ments from those countries, the drain of 
South America began to peter out and 
finally ceased Under the new price situation 
brought about by the deflation period, trade with South 
American countries no longer showed the heavy unfavour- 
able balance of previous years, and the Amencan dollar 
rose to or above par in Argentina Gold m 1921 was moving 

from, not to. South and Central America, and in the aggre- 
gate shipments from these countnes were large In Novem- 
ber, 1920, Austraha, finding that the Indian market no 
longer offered the usual advantageous outlet, and no longer 
needing to retain gold as a basis for note circulation, sold 
the balance of her production for that year to an American 
bank, and continued to ship gold direct to the United States 
in 1921.®® Gold which was free to move in response to 
commercial motives began, therefore, late in 1920 to con- 
verge upon the United States from almost aU parts of the 
world. In addition, large shipments of a special character 
were made, of which the most important may here be men- 

*® Until November, 1920, the Australian Gold Producers Association 
had been shipping gold steadily to the East In a Melbourne dispatch 
to the London Times published November i, 1920, Sir Joseph Cook, 
Federal Treasurer of Austraha, is quoted as follows " During the last 
twelve months ^^4,500,000 have been sent from Australia to the East 
through the Gk)ld Producers Association and paid for in London " On 
the same day The Times also prmted the following dispatch from Mel- 
bourne *' The statement cabled on the authority of the New York Herald 
that the National City Bank has purchased ;^i,ooo,ooo worth of gold in 
Austraha refers to the export by the Gold Producers Association of 164,700 
oz. finest the price of £5 i6s 8<i. f o b Sydney Togetherwith the recent 
sale to India, this transaction absorbs the whole of the gold available for 
export in the current year." London Ttmes, November i, 1920. 
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tioned. Dunng 1921 a total of over $190,000,000 of gold, 
mostly in the form of bullion, was sent to the United States 
from France. This was only shghtly less in amount than 
the total shipments of South African gold plus British 
Government shipments received from London. These large 
imports from France were for the most part Russian gold 
shipped to the United States from French ports after passing 
through various hands in Europe In addition, large im- 
ports, amounting to $66,000,000 were received from Sweden 
which ongmated in the same source 2® Difficulties were at 
first made by the United States Assay Office over the receipt 
of gold suspected of bemg of Soviet origin, even though 
bearing the mark of the Swedish mint This pohcy was 
changed in March, 1921, however, and gold bearing the mint 
mark of any country with whom the United States was not 
technically at war was held to be free of any suspicion of 
Soviet origin 2’ Under this dispensation Russian gold freely 
entered the United States, addmg to the already immense 
flow of the metal The British Government also shipped 
very substantial amounts of gold in connection with the 


This IS made quite clear by Mr M L Jacobson in bis discussion of 
the dissipation of the Russian gold reserve after the Revolution printed 
in the report of the Commission of Gold and Silver Inquiry of the United 
States Senate on European Currency and Finance Mr Jacobson com- 
ments upon the gold imports of the United States from France and Sweden 
during the three years 1920-22 in the following terms 

" Gold imports into the United States from Sweden during the three 
years under consideration are shown in the official United States trade 
returns as $101,278,000, or about $50,000,000 below the corresponding 
Swedish export figures, while reported gold imports from Switzerland into 
the United States for the three year period under discussion are quite 
insignificant On the other hand, gold imports from France into the 
United States for the three years exceed by far not merely the corre- 
sponding exports, but even the total gold exports from that country 
It is evident, therefore, that American figures of gold imports from France 
include shipments to the Umted States from Sweden and mainly Switzer- 
land by way of French ports Aggregate gold imports into the United 
States from Sweden and France during the three years under discussion 
are shown as slightly over $350,000,000, or in excess of 1,300,000,000 
kronor, the approximate amount of gold exported from Sweden during 
this period This total is equivalent to about 680,000,000 roubles, which 
may therefore be regarded as a conservative estimate of the gold exported 
from Russia by the Soviet authorities during the three years following 
the Civil War ” The gold shipments from Russia reached their peak 
during 1921 Commission of Gold and Silver Inquiry, op ext , Serial 9, 
Vol II, p 207 

Commercial and Financial Chronicle, April 9, 1921, p 1465. 
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repa37ment of the United Kingdom 5|- per cent collateral 
notes which fell due in New York on November i, 
1921 

Such were the chief causes, exceedingly complex in their 
nature and world-wide in their operation, which combined 
to bnng to the Umted States so unprecedented 
addition to its gold stock in the last four 
United States, months of 1920 and in 1921 On ordinary 
Decemi?er?i92i Standard pnnciples this could have meant 
only one thing — an immense increase in the 
cash basis of credit and a proportionately greater increase 
in the amount of credit in use But as every one is aware, 
this result did not in fact foEow The gold imports of 1920 
and 1921 did, indeed, vastly increase the cash reserves of 
the Federal Reserve System, but they did not increase the 
actual basis of cash upon which bank credit is extended 
This, in the United States, is the deposits of member banks 
with the Federal Reserve System It is essential for an 
understanding of the manner in which the United States 
absorbed the vast gold imports of these years to keep in 
mind the distinction between these two things By the 
process of rediscount, member bank deposits may be built 
up to a point where the deposit liabihty thus created plus 
the liability for Federal Reserve notes outstanding wiU be 
sufficiently great to bnng the reserve ratio of the Federal 
Reserve System to a point where rediscount is no longer 
posstble without passing below the legal minimum Then 
only do the cash reserves of the Federal Reserve System 
technically place an upper limit upon the expansion of bank 
credit It was precisely the circumstance that this point 
had not been reached when the embargo on gold exports 
from the United States was removed in June, 1919, that had 
enabled expansion of bank credit to go on simultaneously 
with a dram of gold When the gold drain came to an end, 
and gold imports set m, the gold reserves of the Federal 
Reserve System were nearly at the legal minimum. The 
process of rediscount could not have been carried much 
further without some legal change as to the gold reserve 
ratio. The gold imports removed this ultimate obstacle 
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to still further expansion from the side of the balance- 
sheet position of the Federal Reserve System itself But 
their effect upon member bank deposits was quite different 
The Significance from that which might have been expected 
ofGoidinaports on the basis of such an analysis of the gold 
Credit Ex^n- standard as that quoted in Chapter II This 
Sion ^as due to the fact that the position of the 

member banks in relation to the Federal Reserve Banks was 
that which would, under such an analysis, be associated with 
the beginning, not with the end of a gold dram The cash 
basis of credit was very high. Member banks had secured 
accommodation from the Federal Reserve System, both on 
commercial bills and on biUs secured by Government war 
paper, to an unprecedented extent The position is exem- 
phfied by the balance sheet of the twelve Federal Reserve 
Banks on October 29, 1920, when the peak of credit exten- 
sion was about reached, the chief items of which were as 
follows 


In Millions of Dollars, 


Assets 

Liabilities 

Total Reserves . 


$2, 168 

Government Deposits . 

I19 

Gold . . . 

2,003 


Member Reserve De- 





posits .... 

1,805 

Bills discounted 


2,801 

Federal Reserve Notes 


Secured by 



m Circulation 

3,351 

Government 



Federal Reserve Bank 


War Paper. 

1,204 


Notes in Circula- 


All Other 

1.597 


tion. . 

215 

Bills bought in 

Open 




Market . . 


298 



Certificates of Indebted- 




ness 


269 




On the basis of their greatly expanded deposits with the 
Federal Reserve Banks which had been built up by the 
process of rediscount, member banks had extended their 
own credit to the fullest possible extent. Of the immense 
extension of bank credit thus built up in the United States 
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a very large part was due to assistance given by the banking 
community, with the aid of the Federal Reserve System, 
to meet the financial needs of the Government But a 
large part was also due to the fact that American exports 
had for a long time been gomg forward without being offset 
by imports and that in order to prevent the foreign exchanges 
from falhng to a point where the stream of exports would 
have to cease, they had in large measure been financed 
by credit extended m America The " unfunded ” trade 
balance of the United States was an important element m 
the expansion of bank credit 

Under these circumstances gold imports did not have 
the effect of increasing member bank deposits with the 
Federal Reserve Banks They had, however, the important 
effect of retarding the reduction in the cash basis of credit 
normal to a period of deflation and business depression 
Gold imports first began to pour in regularly each month 
m September, 1920 From that month to the end of 1921, 
a penod during which there was severe and even disastrous 
deflation, member bank reserve deposits with the Federal 
Reserve System dechned somethmg over $150,000,000, while 
the dechne in Federal Reserve notes outstandmg during the 
same period was about $650,000,000 The holdings of bills 
discounted of the Federal Reserve Banks, however, fell 
over $1,800,000,000 during these months It is clear that 
a large volume of Federal Reserve credit put into temporary 
use to finance war-time and post-war activity was fixed 
permanently in the credit structure of the country by the 
gold imports which took place durmg the deflation period, 
instead of being withdrawn and cancelled through the 
reversal of the process by which it was first put into 
circulation 

Under pressure of high discount rates imposed by the 
Federal Reserve Banks and anxious to put their own affairs 
in more hquid shape, American banks found it both necessary 
and expedient to reduce their borrowings at the central 
institution in the closmg months of 1920 and throughout 
1921 This gold imports enabled them to do. For gold 
imports, considered merely as imports of a commodity m 
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the foreign trade of the country hke any other, could be 
sold, and the proceeds used to cancel the bank credit put 
into circulation to finance a corresponding amount of the 
unfunded trade balance already alluded to 
impSsto Re- This could have been accomplished by the 
duceRedis- import of any other commodity, had such 

coun s import been possible But other commodity 

imports were not available in sufficient quantity, and gold 
had the supreme advantage, regarded solely from this point 
of view, of having a ready buyer always at hand, the United 
States Assay Office. Since payment for gold bought by 
the Umted States Assay Office was made in Federal Reserve 
funds, gold imports possessed an additional advantage from 
the point of view of the banks They enabled them not 
only to reduce the amount of member bank credit in cir- 
culation, but to pay off a part of their central bank accom- 
modation without reducing their own capacity to make 
loans, that is, without dimimshmg the cash basis of bank 
credit. 

The treatment of gold imports in 1920 and 1921 is an 
important chapter m Amencan finamcal history it has 
The Nature and referred to as part of the “gold 

Limits of the stenhzation pohcy “ of the Federal Reserve 
iSSlcan Gold System, by means of which the enormous 
sterilization imports of gold into the United States were 
Policy depnved of inflationary effects Through its 

influence upon the relative prices of England and America 
it had important international effects It therefore merits 
a closer analysis to bring into rehef the nature and limits 
of this sterilization pohcy and its economic significance. 
In order to accomphsh this we shall, for purposes of illus- 
tration, first present the situation as it would have been 
had the unfunded trade balance of the United States been 
offset in part m 1921 by import of some other good, say 

It has been repeatedly demed by officials of the Federal Reserve 
System that a deliberate policy of gold “ sterilization " was adopted by 
the System Dr W Randolph Burgess has given the whole subject of the 
gold pohcy of the Federal Reserve System after the war clear and lucid 
treatment in his chapter " The Gold Paradox,” in The Reserve Banks 
and the Money Market, New York, 1927. 
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woollen cloth instead of gold We shall then contrast this 
situation with that which actually resulted from the import 
of gold 

The position was one of an unfunded trade balance 
More sterling was offered in the exchange market than was 
The Illustrative prevent disastrous declines in 

Caseofiruportsthe rate American exporters had sold their 
goods on credit, and arranged loans to carry 

° them tiU their bills were finally met, or one or 

more of the various types of export credits were arranged 
This extension of credit was inflationary in its effects upon 
the American price level, and it was made possible by 
borrowing through rediscounts at the Federal Reserve 
Banks. If, we now assume, American importers of Enghsh 
woollen cloth had found a good market for those goods m 
Amenca, their purchases m England would have provided 
the demand for sterhng which would have enabled some of 
these export credits to be closed The importers of woollen 
cloth would have purchased sterling from the exporters and 
given them in exchange dollars secured ultimately from 
consumers and forming part of the general currency of the 
country These dollars, in the form of bank cheques, would 
not have been restored to circulation by the exporters 
through redeposit in banks, but would have been used to 
cancel their bank indebtedness A certain amount of credit 
would have been definitely removed from circulation. The 
banks which had financed the exporters would now be m 
possession of claims on other banks which would give them 
favourable balances at the Clearmg House and enable them 
to reduce their borrowings at the Federal Reserve Banks. 
The reduction in their borrowmgs at the Federal Reserve 
Banks would be accomphshed by a charge to their reserve 
accounts, and this operation would cancel the increase in 
these reserve accounts resultmg from their favourable 
balances at the Clearmg House The reserve accounts of 
banks which had financed exporters would, therefore, 
remain unaltered. But other member banks, in the last 
analysis those whose customers had purchased woollen 
cloth, would have to meet adverse Clearing House balances, 
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and their reserve accounts with the Federal Reserve Banks 
would be correspondingly reduced Pressure upon them 
to reduce their loans would be correspondingly increased 
The result of these transactions, which for the sake of the 
exposition have been greatly simphfied and abstracted from 
the mass of transactions with which they would in practice 
be submerged, would have been to strengthen the reserve 
ratio of the Federal Reserve Banks through a reduction in 
their deposit liabilities, to reduce their earning assets to a 
corresponding degree, and to withdraw definitely from 
circulation bank credit created to finance exports. 

The effects of gold imports were, up to a point, similar. 
As we have seen in descnbmg the arrangements made for 
The Actual Case With South Afncan gold in the London 

of Gold im- bullion market, gold imports were almost 
invariably the result of an exchange transac- 
tion, and were made for exchange profit. This, of course, 
does not include special Government shipments which were 
made on a different basis Upon the arrival of gold in New 
York the importing banks presented it to the Umted States 
Assay Office and received the cheque of the Treasurer of the 
Umted States payable at the Federal Reserve Bank. The 
deposit of this cheque with the Federal Reserve Bank resulted 
in a credit in the reserve account of the gold-importing bank 
and a charge to the account of the Treasurer of the United 
States This charge, however, was made good by the 
deposit by the Treasurer of the imported gold with the 
Federal Reserve Bank through the Gold Settlement Fund 
in Washington The initial effect of an import of gold was, 
therefore, simply to increase the reserve account of the 
gold-importing banks An equivalent amount was credited 
by the importing banks to the shippers of the gold, who were 
then in possession of the dollar proceeds of their gold ship- 
ments Since the purpose of gold shipments was simply to 
make a profit in the exchange, the dollar balances built up 
in this way did not remain in them hands, but were utihzed 
to pay for sterhng purchased in the exchange market at the 
hme the shipments were first made. Through the mechan- 
ism of the exchange market, therefore, the dollars realized 

H 



98 England and the New Gold Standard : 1919-1926 

from the sale of gold came into the hands of those who had 
sterhng to offer and wanted dollars, that is to say, ultimately 
into the hands of Amencan exporters of goods or services 
of some kind These Amencan exporters were then in a 
position to repay advances made to them by banks which 
had financed their exports These banks were, m turn, in 
a position to use the daim they now possessed against the 
gold-importing banks to pay oh rediscounts at the Federal 
Reserve Banks. The credit therefore created in favour of 
the gold-importing banks at the Federal Reserve Banks was 
cancelled and their function as intermediaries completed. 
The economic result of the import of gold was therefore that, 
as in the case of the woollen cloth of our illustration, a 
certain amount of bank credit put into circulation to finance 
American exports was cancelled But there was no net 
reduction of member bank deposits with the Federal Reserve 
Banks The cash basis of credit remained unchanged, and 
therefore the power to lend at the disposal of the member 
banks was not technically dimimshed It was rather in- 
creased, because, through the cancellation of member bank 
credit, reserve requirements were reduced without any 
reduction of reserve deposits In fact, the high level of 
reserve deposits built up by the process of rediscount for the 
purpose of financing exports, which under the conditions of 
a real equilibrium in the foreign trade of the country could 
have been but a temporary phenomenon, was now made 
permanent as these discounts were replaced by gold. The 
Federal Reserve Banks, by replacing eammg assets with 
gold, had also, as in the case of the import of wooUen cloth, 
strengthened their reserve ratio They had not, however, 
done so by a reduction in their deposit Habihty, but by 
increase in their gold holdmgs, and the increase m the 
reserve ratio and therefore of their own lending power was 
correspondingly greater 

In viewmg the processes by which gold was deprived of 
inflationary effects as a whole dunng the year 1931, two 
things are apparent. In the first place, they were very 
nearly automatic in character and were the direct conse- 
quence of a previous abnormal development. They could 
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not have been utilized had not gold imports come at a time 
The Limits of when the Federal Reserve System was ex- 
the Power of panded to its utmost by extension of accommo- 
Amenca to Nation to member banks, and when the whole 

Neutralize the , t i i 

Effects of Gold senes of economic events which led to the cul- 
imports mination of a period of boom and the commence- 

ment of cnses and dechne were reaching their fulfilment. 
These circumstances rarely coincide with the commencement 
of an inward flow of gold Gold stenhzation through repay- 
ment of rediscounts by gold imports is abnormal and can 
only be repeated when the combination of events is itself 
repeated This indicates a definite limitation upon the 
power of the Federal Reserve System to neutralize the 
effects of gold imports when they are on such a scale that 
the ordinary use of open market sales of securities is in- 
effective In the second place, they were not m the long 
run completely successful, because though gold imports did 
not increase member bank reserve deposits during this 
period, they greatly restncted otherwise inevitable declines 
during the period of deflation Therefore the country 
completed the cycle of post-war inflation and deflation 
together, with a cash basis of bank credit substantially 
increased 

The great gold import into the United States which began 
in 1920 may be regarded from a much broader point of view 
The American than the techmcal one which is properly the 
SgaTded°as a study. The position of the 

Contribution to foreign exchanges which brought about the 
Reconstruction gold import was a consequence of the fact that 
the United States had produced and shipped to other coun- 
tnes food, machinery, oil and other economic goods m far 
greater measure than had been returned to her These had 
given to Europe m particular satisfactions which could not 
otherwise have been secured. They had fed, transported 
and clothed human beings and aflorded the enjoyments 
which are the end of all economic activity In return, m the 
absence of other things, gold had been offered to the United 
States As a commodity it had had the same effects in 
cancelling credit created to finance the American exports 
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as if it had been woollen cloth or any other imported good 
But m satisfying the wants of the American people it had 
played a different role It had added to the potential 
lending power of the banking system of America an amount 
in excess of that already present in the system at the peak 
of post-war inflation This was the measure of the benefit 
received in exchange for goods and services exported It 
is questionable whether the possession of this increased 
potential lending power was a real benefit at all, and whether 
it did not raise more difficulties than it solved. If it was 
not really needed or desirable, the great import of gold must 
be regarded as a definite though unintended contribution 
made by the Umted States to the reconstruction of the 
world after the war 

During the period studied m this chapter American prices 
continued to express the world value of gold The course 
The Task of American prices was itself deeply influenced, 
England in^jRe- first by the whole comphcated senes of events, 
StSdard°Set^'^®^ which the most outstanding have been 
by Events Just descnbed, which combined together to send to 
Descnbed United States a great stream of gold, and 

secondly by the treatment accorded to that gold when 
received That treatment was not such as to make the 
task of England in endeavouring to estabhsh a stable 
relation between the value of her currency and the value 
of gold very much easier Gold imports into the United 
States were used as a means for making a period of deflation 
more orderly and somewhat less disastrous than it might 
otherwise have been. Gold imports were, in fact, used as 
part of the mechanics of deflation, rather than as the basis 
for credit expansion But m their direct effects upon the 
exchange rate, these great gold shipments did have their 
usual and inevitable effect in makmg the approach of sterhng 
to its pre-war value m terms of dollars easier. This wfil be 
apparent when, in the following chapter, we pass in review 
the course of the sterlmg-dollax exchange for this same period. 

** This unused potential lending power has been given the name of 
“secondary expansion” by Dr Burgess, who points out that between 
1920 and 1927 there was no such " secondary expansion” resulting from 
gold imports Burgess, W Randolph, op ext , p 255 
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THE STERLING-DOLLAR EXCHANGE REFLECTS 

UNSOLVED PROBLEMS OF RECONSTRUCTION 

In the preceding chapter attention has been concentrated 
upon the manifold consequences which flowed from violent 
fluctuations in the price of gold in London dunng 1920 and 
1921 The manner in which the volume of new production 
m South Africa was sustained in the face of these changes 
has been made the subject of analysis The alterations 
which these fluctuations produced in the attitude of India 
towards the precious metals has been studied. " As a net 
result of the forces working in and through the London 
bullion market we have seen a great movement of gold to 
the United States This, supplemented by special ship- 
ments to the same destination made from non-commercial 
motives, determined the form and magmtude of the American 
gold problem during these critical years The beanng 
of this series of events upon the problem of England in 
recreating the conditions reqmsite for a return to the gold 
standard, was suggested by an exammation of the way m 
which this gold was actually utihzed after it reached the 
Umted States 

Fluctuations in the price of gold in the London bullion 
market have appeared in our treatment as causal or deter- 
minmg factors m a long but intimately and closely con- 
nected chain of events — a chain of events which resulted 
in the acquisition by gold of a certam value m the United 
States This value, under the then existing circumstances, 
was also its world value ^ and it was expressed by the level 
of American prices The precedmg discussion hasestab- 
1 Cf Chapter II, p. i8. 
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lished the fact of an obscure but real connection between 
fluctuations in the price of gold in London and fluctuations 
in the price level in the United States. But it has not 
fully explained the nature of this connection 

Fluctuations in the pnce of gold have been taken as 
given, without inquiry into their causes, in order to follow 
The London their effects upon gold movements and 

Market Price of Upon price levels Comphcated as the resulting 
Canse^and^^ discussion has been, it still over-simplifies 
Effect of Gold the picture of what actually occurred The 
Movements pnce of gold was itself based upon the rate 
of exchange between London and New York Important, 
indeed fundamental, among the influences determining 
fluctuations m the sterlmg-doUar rate was its underlying 
tendency to express roughly the relative purchasing powers 
of the dollar and the pound Changes in the value of gold, 
therefore, as reflected in the American price level, were 
themselves Responsible for some part, though by no means 
all, of the ’ fluctuations in the price ^ of gold in London, 
and through the price of gold m London they influenced, 
in turn, the course of subsequent gold movements At 
any particular moment, therefore, the price of gold in 
London was at once one of the effects of gold movements 
which had preceded and one of the causes of gold move- 
ments which Were to follow. In order, therefore, not to 
leave these important fluctuations in the price of gold un- 
explained, we turn again to an examination of the London- 
New York exchange rate In so doing we shall agam be 
considering the same period as that covered in the last 
chapter, and shall agam deal with the effect of gold move- 
ments in relation to the central problem of this investiga- 
tion But the effects of gold shipments now engaging our 
attention, will be, not those connected with the determina- 
tion of pnce levels, but those flowing directly from the 

* The usual distinction of economists between value and price is here 
strictly maintained The price of gold m London, being expressed in 
pounds sterling and based upon the sterbng-dollar rate, expressed the 
changing relationship between the values of the dollar, and therefore of 
gold, and of the pound — ^both of which were themselves changing But, 
of course, other, if temporary, factors were continually disturbing the 
exactness of this relation. 
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shipments themselves in creatmg, like shipments of any 
other merchandise, exchange in the receiving country m 
favour of the shipping country. 

At the close of Chapter III, mention was made of the 
introduction of a new and disturhmg factor into the ex- 
The Influence change market For nearly a year after the 
of Continental Signing of the Versailles Treaty no important 

Developments international conferences were held which 
on the bterling- 

Dollar Ex- were directly concerned with the Reparations 
change problem But early in 1920, ]ust as the post- 
war boom was reaching its apogee, the London-New York 
exchange became more and more affected by a long and com- 
plicated series of international gatherings of this character. 
The first of these conferences was that held at San Remo 
in the latter part of April, 1920, as a result of political dis- 
turbances in Westphalia and the Ruhr Valley and of the 
occupation by France of the cities of Frankfort and Darm- 
stadt Out of this conference grew plans for hirther con- 
ferences in which German representatives wer 4 to be 
present to discuss vanous matters concerning the inter- 
pretation of the Treaty of Versailles. Chief of these was 
the projected Confereiice at Spa, which, in May, 1920, 
was thought to offer bnght hopes of large credits to be 
granted to countries with depreciated currencies In 
June conferences of the Alhed Preimers at'’Lympne and 
Boulogne had under discussion the possibility of a loan 
to Germany.® All these gatherings had as one of their 
effects nervousness and speculative purchases and sales 
m the exchange markets of the world The last-mentioned 
development m particular resulted m heavy speculative 
purchases of sterling The sensitiveness and instability 
of the exchange markets reached its height during the 
actual progress of the conference at Spa in July 

By virtue of its position as a clearing house for European 
exchange transactions the London exchange market, and 
m particular the sterhng-doUar rate, was very sensitive 
to this type of speculation. From the summer of 1920 

® " The First Three Years of German Reparation,” W. F Crick in the 
Federal Reserve BuUetm, December, 1922, p 1422 
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on, disturbances of this character continued to complicate 
the problem confronting England of laying the foundations 
for a new gold standard The fundamental problem m 
this particular department of post-war reconstruction was 
to restore conditions in which the transactions underlying 
the London-New York exchange market and settled through 
it, would give England and America an approximately 
equal “ pull ” ^ on the exchange Considered purely in 
its beanng upon the achievement of this end, the struggle 
on the Continent after the war appears as a disturbing 
element which greatly added to difficulties already suffi- 
ciently formidable Solution of the conflict of interest on 
the Continent growing out of the post-war settlement, may 
be regarded from this point of view as a preliminary task, 
which had to be accomphshed m order to eliminate certain 
very disturbing and capricious speculative dealings of con- 
siderable magnitude from the sterling-dollar exchange 
market 

The speculative purchases and sales in the London-New 
York exchange market resulting from the conferences 
The Decline in referred to were imposed upon a market 
the sterling- in which the underlying factors adverse to the 
diang^ef jiiiy to were much stronger than those favour- 

November,i92o able to it These latter were not, however, 
during the period of rapid 
able to the dechne in the sterhng-doUar rate which began 
early in July, 1920. In four and a half 
months the pound lost over 16 per cent.® of its value in 
relation to the dollar m spite of formidable influences ® 
favourable to the pound which were active in the market. 

* This accurate and useful eiqiression was often used by Mr A W 
Kiddy, editor of the London Bankers’ Magazine, in addresses in 1925 on 
the gold standard 

® Sterhng fell from 3 99J on June 22 to 3 34 on November 8, 1920. 

* A temporary factor of strength was the traffic congestion in New York 
in June, 1920 Like the dock strike of 1919, already commented on, 
this had the effect of checking delivery of goods at the ports and delaymg 
shipments As a result, few sterhng bills were offered, a circumstance 
tending to strengthen sterlmg But later on the bills thus held back 
came upon the market in volume at a more inconvenient time, namely 
at the period when cotton and grain shipments were being financed, 
Samuel Montagu & Co , Foretgn Epechange Letter, July 8, 1920. 
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The Bntish Government, in the first place, continued out 
of the market for dollar exchange On June 8, 1920, the 
Chancellor of the Exchequer in the course of debate on 
another issue, supplemented his earher statement in the 
House of Commons in regard to the repayment of the 
Anglo-French Loan, in the following terms : 

“We have bought well over half our share of Anglo-French 
loans already, and we have m New York, in sight, or on the way 
sufficient to cover the remamder of our half of the loan The 
French have undertaken to provide for their half We have 
enough to meet the remamder of our share, to meet all other market 
olUgations of the Treasury %n the United States up to the end of 
1920, and to leave a satisfactory margm over “ ^ 

While the demand for dollars was sensibly diminished 
by the temporary slackemng of purchases by the British 
Government, the supply was bemg continually built up 
by gold shipments The discussion of the preceding chapter 
has shown the way in which the falhng rate of the sterhng- 
dollar exchange, which meant a rising price of gold in 
London, helped to divert the stream of new gold from India 
to the United States The influence of this gold upon 
American pnces was not, for reasons there given, as favour- 
able to the pound sterhng as might have been expected 
on the basis of previous experience of gold movements. 
But as a commodity export from London to New York 
gold did give very substantial support to the pound by 
building up a supply of dollars which were offered against 
sterhng in the exchange market The figures of the trade 
of the Umted States m gold dunng the period of greatest 
weakness of the sterhng-doUar exchange are given in Table 
6 and indicate the extent of the support given to the rate 
from this source. 

The exact proportions of the commercial movement of 
gold durmg these months are obscured m this table because 
of the inclusion of large shipments of the metal made m 
connection with the repayment of the Anglo-French debt 
The large shipments made by France for this purpose 


’ 130 H Q Deb $s , p zSz — ^it^hcs autfior’s, 
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clearly appear ® The very large imports of gold from 
England in October are not, however, to be explained m 
the same way They are swelled by the transfer of gold 
originally received from Germany by the United States 
Grain Corporation and held in the Bank of England ear- 
marked for the Federal Reserve Banks since October, 
1919 This transaction,® as it did not involve a change 
in ownership of the gold, nor any change in the reserve 
position of the Federal Reserve Banks, was not of signifi- 
cance m affecting the course of the exchange. 

TABLE 6 

Exports and Imports op Gold of the United States from 
June to December, 1920 
[In Dollars ) 



1 Imports 

1 Exports j 


igao 

From 

England 

From 

France 

Total 

To Asia 

1 

Total 

Net Imports 

June 

July 

Aug 

Sept 

Oct 

Nov 

Dec 

t 4,396,840 
9,731,366 
10,454, IOO| 
16,402,244 
108,326,617 
46,684,350 
28,865,420 

49,724 
336,500 
1,000,140 
14,843,425 
3,080,400 
3,186,020 
8, 338*847 

26,764,983 

19,817,758 

15,377,794 

39,110,008 

116,762,001 

56,889,037 

44,660,488 

3,600,025 

18,615,390 

20,304,128 

14,549,943 

24,588,205 

18,810,851 

16,430,423 

5,319,875 

21,872,782 

24,986,182 

17,229,090 

25,931,239 

19,869,757 

17,058,287 

'21,445,108 

2,055,024* 

9,608,388* 

21,880,918 

90,830,76a 

37,019,280 

27,602,201 


* Net Exports 


Source Monthly Summary of Foreign Commerce of the United 
States 

® Another possible method by which France may have added to her 
supply of dollar exchange without recourse to the exchange market is 
indicated by the following In April, 1920, Bolivia arranged a Idan of 
$10,000,000 in New York, the proceeds of which were used to pay off a 
French loan to Bolivia of fcs 56,603,000 This was a remarkably advan- 
tageous transaction from the point of view of Bolivia which saved nearly 
$4,000,000 in exchange It is of interest here because it is a good illus- 
tration of the complexity of the influences affecting the foreign exchanges 
that an American loan to Bolivia, as a result of that country’s dealings 
with France, should become a factor in relieving the strain on the sterling- 
dollar exchange rate 

® Official announcement was made by the Federal Reserve Bank of 
New York on September 16, 1920, that this gold was to be transferred to 
New York It originally amounted to $173,348,876 71, but had been 
reduced to $111,458^,045 by sales to banks desiring to ship gold from the 
United States in settlement of trade balances Commercial and Financial 
Chronicle, September 18, 1920, p 1141 

The first shipment of $9,500,000 reached New York on October i, 1920, 
Ibid , October 9, 1920, p. 1416. 
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Towards the end of the great dechne in sterling, the 
support given to the market by gold shipments was supple- 
mented from two other sources. Late in August, long- 
term dollar credits arranged by the British Royal Wheat 
Commission in New York to finance wheat exports to 
England reheved the market of pressure it would otherwise 
have had to bear,io and m addition the decline in the rate 
itself brought into play a force tending to check it. As 
sterlmg fell off, the price of United Kingdom securities 
became more and more attractive to buyers in the Umted 
States, and ]ust as was the case in similar circumstances 
in 1919, purchases of such secunties, constituting a British 
export, became more and more considerable 

Among these favourable factors, one which played an 
important role before and after was notable by its absence 
Unfavourable Long-term credits from Amencan sources to 
Factors— Un- finance Amencan exports were not available 
AmSSfto°^ in the latter half of 1920 to an extent nearly 
Extend Credit commensurate with the need if the pound was 
to be maintained at or about $4 It so happened that one 
important source of such credits had been cut ofi ]ust 
pnor to the commencement of the decline On May 10, 
1920, at the very moment when post-war expansion reached 
and passed its peak, the War Finance Corporation, at the 
request of Secretary of the Treasury Houston, suspended 
all further extensions of loans to Europe The reasons for 
this action were pnmanly fiscal AU the capital of the 
corporation was invested in Government securities, and 
further loans by it would necessarily have involved an 
increase in the borrowings of the Government at a time 
when the Treasury was obhged to resort to temporary 
loans to finance in part its current requirements. Mr. 
Houston, furthermore, was able to point to the greatly 
increased export trade at that time and conclude that 

“ Commercial and Financial Chronicle, September 4. 1920, p 925 
The United States Government would have been obliged to repay its 
obligations held by the War Finance Corporations in order to put the 
capital of that organization in loanable form, and go out into the market 
to find the money, or else the War Finance Corporation would have had 
to issue its own bonds which would have been, in effect even if not legally. 
Government obligations 
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Government aid was not needed as “ obviously private 
business interests are not failing to finance exports." 
This optimistic view of the position was not sustained by 
the events which followed. The attitude of private business 
was very adversely affected by the disturbances in Con- 
tinental Europe to which allusion has been made The 
hesitancy of private business to come forward on a large 
scale in the matter of credits was confirmed and strengthened 
by later events, and it is thus apparent that the specula- 
tive incursions into the sterhng-doUar exchange market 
did not exhaust the bad effects upon the value of the 
pound of Continental mstabihty A year later the National 
City Bank of New York was stiU able to point out that 
" European credit, in view of the existing state of politics 
and industry over there, does not make a strong appeal to 
private investors ” 

It was, in fact, one of the recurring crises in Europe 
that largely contributed to the violence of the fall of ster- 
The Violent Img in the summer and autumn of 1920 In 
Summer°o/^^ ^ strong demand for American wheat 
1920 developed in England, and in August the 

demand for dollar exchange to finance these purchases, 
as well as large English imports of American oil and 
cotton, was greatly accelerated by the desire of pur- 
chasers to get dollars in hand on account of the apparent 
failure of all efforts to make peace between Poland and 
Russia The possibihty that the Alhes might become 
actively engaged in a new war in Europe, following on the 
heels of the failure of the Spa Conference, induced strong 
bu3ung of dollars, while at the same time it made banking 
interests reluctant to support the market A covering 
movement by those who had been holding off for better 
rates before satisfying their exchange requirements was 
also brought out by the cnsis, and the pound fell away 
rapidly In a single day, August 4, it lost 4 per cent of 
its value The situation was aggravated by the labour 
difficulties m England, and particularly by the action of 

Commercial and Financial Chronicle, May 15, 1920, p 2037 

National City Bank of New York — Monthly Letter, August, 1921, p 7 
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English coal-miners who on a ballot begun on August 23, 
1920, voted in favour of a strike This caused countries 
dependent upon England for coal to buy dollars on the 
London market to assure themselves of having the means 
of buying coal in Amenca if necessary In addition, pur- 
chases of doKar exchange in the London market by the 
French Government with a view to providing part of the 
dollars needed to pay off the French share of the Anglo- 
French bonds became of importance, particularly early 
in September These purchases coincided with further sales 
of sterhng by speculators with a long position who could 
not hold out longer in the face of the continued decline 
By the fall of 1920, in spite of the movement of gold 
to the United States and other favourable factors, the 
pound sterhng had lost most of the ground recovered after 
the first great post-war dechne On November 8, 1920, 
it had reached a new low point of 3 34 Such extraordinary 
fluctuations in the relative values of the pound and the 
dollar are not sufficiently explained by the forces men- 
tioned above It was the fact that these forces were 
operative m a market in which the reciprocal clarnis of 
the parties were of unequal strength that made it possible 
for them to exert such a powerful influence m exchange 
The Influence Situation was in some ways 

oftheAb- analogous to that of a clearing house in 
which one of the members is continually 
expenencmg an adverse balance. The ab- 
normal demand for goods on the part of European countries 
had not ceased dunng 1920— especially dunng the first part 
of that year For example, many European countnes 
were stiU purchasing coal in Amenca. Moreover, the 
direcUon of European, and in particular, of Bntish trade 
was not such as to aflord a firm basis for a stable exchange 
rate between England and Amenca British exports, it 
IS true, continued to increase in the first part of 1920 
In fact, the merchandise trade of Great Britain with coun- 
tries outside the United States and the British Empire 
showed a favourable balance for the year 1920 of £89,849,117 
The Ix)ndon Economist, August 28, 1920, p 323 
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During 1921 this was converted into an unfavourable balance 
of ;^45,6 i 9,848, but when invisible items are considered, 
there is no doubt that Great Britain was still substantially 
creditor with these nations for the year Had the coun- 
tnes, debtors to Great Britain, been creditors of the United 

The visible merchandise trade of Great Britain with the United 
States, the British Empire and other countries in 1920 and 1921 is given 
below The reduction of about ;£ioo,ooo,ooo in the total adverse trade 
balance, in spite of the coal stoppage, was due to restriction in purchases 
of raw materials and the especially large fall in the price of some food pro- 
ducts of which the volume of purchases was not reduced 


Merchandise Trade of the United Kingdom 



1920 

1921 

With USA 

Total Exports 

Imports 

1 

131,060,995 

563/326,962 

i 

64,308,134 

274.750,124 

Excess Imports 

432,265,967 

210,441,990 

With other Non-British 
Countries 

Total Exports 

Imports 

899.233/995 

809,384,878 

434.348.174 

479,968,022 

I 

Excess Imports 

89,849,117* 

45,619,848 

With British Countries 
Total Exports 

Imports 

526,927,615 

559.937.041 

311,662,540 

330.781,915 

Excess Imports 

33,009,426 

19,119.375 

All Countries 

Total Exports 

Imports 

1.557.222,600 

1,932,648,881 

810,318,848 

1.085,500,661 

Excess Imports 

375,426,281 

275,181,813 


* Excess of Exports 


Source Statishcal Abstract of the United Kingdom, 1927, pp. 2S2-97 
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States, the basis for a triangular or polygonal settlement 
of accounts through the exchanges might have been estab- 
hshed. But as Dr David Fnday has pointed out/^ the 
figures of Amencan trade with non-European countries 
indicate very clearly that this was not, in fact, the case 
Under these circumstances, quite apart from the dangers 
menacing the sterlmg-dollar exchange on account of pohtical 
disturbances on the Continent, there could be no thought 
of the estabhshment of any type of monetary standard the 
object of which was to secure stable exchange rates The 
orinary and normal interchange of goods and services 
between nations had first to be brought to a point where, 
taking one year with another, they would offset each other 
sufficiently closely so that the gap to be covered by tem- 
porary movements of funds, by international credits and 
by other similar devices, would not be too great for these 
successfully to bridge over The prerequisite for a return 
to the gold standard was a well-balanced international 
exchange of goods and services 
It will throw light upon the nature of the English problem 
in returning to the gold standard if a precise significance 
The Weii-bal- IS assigned to this expression A long his- 
tion^^ ]^chan" development hes back of the progres- 

of Pre-War sive adaptation of the productive machinery 
Years of Countries engaged in foreign trade to the 

outlet afforded to their goods and services by the domestic 
and foreign markets combmed This progressive adapta- 
tion had resulted before the war in a many-sided adjust- 
ment which permitted this productive machinery to find 
fairly fuU and constant employment on the basis of an 

Dr Friday has presented figures which show that the Amencan 
surplus of merchandise imports from «o«-European countries actually 
changed to an export surplus between 1920 and 1921 Taking the three 
years 1919-21 he finds it unlikely that Europe used " a possible favour- 
able trade balance with other countries to settle her obhgations on exports 
from the United States ” The basis for this conclusion he gives as follows 
“ It IS true that America’s non-European trade shows a net import balance 
for the three years of $340,000,000 But she has sent these nations more 
than $400,000,000 of gold and silver , a considerable portion of thus was 
on account of European nations The invisible balance of these non- 
European countnes is, without doubt, m favour of the United States ” 
Manchester Guardian, " Reconstruction m Europe,” Section i, April 20, 
1922, p 19 
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expenmentally determined share or proportion of the 
world's export trade falhng to each country The events 
of the war upset this many-sided adjustment. The pro- 
ductive capacity of diherent countries expanded in different 
proportions In some countnes it contracted The pur- 
chasing power of both foreign and domestic markets upon 
which the utihzation of this productive capacity depended, 
was radically changed 

Dunng the actual conflict, and immediately thereafter, 
the nature and effects of these changes were obscured 
through the international sale of capital assets and the 
creation of international capital obhgations and by other 
devices But when the time came when the truth had 
to be ascertained and faced, the true magmtude of these 
changes was revealed The collective need of Europe 
for i^erican goods after the war was more than sufficient 
to keep the expanded American productive machine well 
occupied. But the productive machme of Europe was 
impaired by the destruction or non-creation of capital 
dunng the war years The old equihbnum could not be 
restored When credits and promises to pay proved in- 
sufficient to pay for all the Amencan products needed for 
Its Destruction export, the contmued demand for them 
by the War forced exchange rates to a point where, on 
the basis of existing price levels after allowing for the effects of 
currency inflation, it was not profitable to buy further goods 
in Amenca for conversion and sale m Europe 

Under these circumstances there were two alterna- 
tive possible hnes of development. Either more credits 
must be forthcoming, or a smaller volume of trade must 
be undertaken A smaller volume of trade meant broadly 
that for some countnes urgent wants of the population 
must go unsatisfied, that for others the usual output of 
industry could not be sold, and therefore raw materials 
were not needed and could not be paid for, while for others, 
surplus production intended for export was thrown back 
upon the home market, and the price level of those countries 
made more unstable These effects began to appear, as 
we have seen in a previous chapter, in July, 1919, and 
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again in Februaiy, 1920. They are the consequences 
which are to be expected from the establishment of an 
equihbnum in international exchanges which is not “ well 
bdanced.” 

A more formal expression of this complex but important 
idea may be given as follows If tradmg countnes can 
find an advantageous outlet abroad for that part of their 
production to which their productive capacity has been 
adjusted, but which cannot be profitably sold at home, 
before the appearance of a gap between market rates of 
exchange and purchasing power panties forces them to 
contract the volume of their foreign trade, then the interna- 
tional exchange of goods and services is well balanced. 
This prerequisite of stable exchange rates was noticeably 
absent in the fall of 1920. Long before the full amount of 
Amencan goods not profitably saleable at home, but needed 
abroad, could be purchased across the exchanges, the 
supply of goods and services that could be offered in ex- 
change by European purchasers became exhausted Credit 
operations were insufficient to bridge the gap An equih- 
bnum of payments was indeed established as it must always 
be in the accounting sense, but it was established at the 
cost of not makmg certam exports that would otherwise 
have been possible and profitable to both parties to the 
exchange The situation worked itself out, not in a different 
rate of sterhng-dollar exchange from that necessary roughly 
to express the relative pnce levels of the two countnes, 
but m a smaller amount of business done. 

The essential readjustment m international trade which 
had to follow the post-war boom for the reasons just given 
The Essential essential features, accom- 

Readjustment phshed dunng the great world-wide deflation 
m Trade which began in the middle of 1920 It took 
two forms which directly affected the sterlmg-dollar ex- 
change The first was the export of gold to the United 
States, which continued to build up dollar exchange in 
New York throughout the whole of 1921 and up to the 
penod of the Genoa conference with only two interruptions 
These gold shipments greatly mitigated the seventy of 
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the second form which the readjustment took This was 
an immense diminution of purchases of American and 
British goods by the Continent of Europe and of purchases 
of American goods by England As between England 
and America, the commercial motives which would m any 
case have led to these restrictions in British imports were 
strengthened by the circumstance that British prices fell 
faster than American pnces dunng the severe period of 
deflation, and continued to fall for some months in the latter 
part of 1921 after the fall m Amencan prices was checked. 
In order to gain an accurate idea of the influence which 
this circumstance exerted upon the sterling-doUar rate one 
further complication inherent m such a situation must be 
faced. The changing relationship between the two price 
The Two Con exerted two contradictory influences 

tradictory ' upon the sterhng-doUar rate One of these 
Chan^m°^ Price favourable, the other unfavourable to 
LevS[?on sterhng To the extent that purchases in 
sterimg-Doiiar America were actually diminished and volume 
xc ange imports from Amenca reduced, the demand 

for dollars was correspondingly reduced, and the position of 
sterling in the market strengthened This is the effect 
of changing price levels upon exchange rates which has 
become an axiom in foreign exchange theory At the 
same time the absolute amount of dollars required to pay 
for the purchases that were made in Amenca and paid 
for across the sterhng-dollar exchange was also dimimshed. 
But — and this is the important aspect of the matter when 
the sterhng-dollar rate is considered — ^this absolute reduc- 
tion in the amount of dollars required because American 
prices had fallen was not a reduction relative to the supply. 
For if we consider the other side of the trade balance it is 
apparent that the relatively more rapid fall of British 
prices reduced the amount of pounds sterhng required to 
pay for those Bntish exports actually sent to America 
faster than the faU in Amencan pnces reduced the amount 
of dollars needed to pay for the Amencan exports actually 
sent to England. As long as Bntish prices fell faster than 
” Cf. Note 15. 
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American pnces there was therefore present an influence 
working towards an increased demand for dollars relative 
to the demand for sterhng m the exchange market, and 
therefore an influence unfavourable to the price of the 
pound in terms of dollars This may be taken as generally 
characteristic of a situation m which the price levels of the 
two countries trading with each other are changing rapidly 
relatively to each other. It is a cross-current which 
should be recognized in general statements of exchange 
theory. In the case of England and America it is perhaps 
less important than it might be m other cases on account of 
the great preponderance of Bntish imports from, over her 
exports to, i^enca Moreover, during the deflation of 
1920 and 1921 the actual diminution in American exports 
was great enough to overshadow this particular contra- 
dictory effect of changing relative price levels 

A general picture of the broad outlines of the underlying 
readjustment which was taking place in the visible Interna- 
tiona trade of the United States is afforded in Table 7 

The sudden contraction m the visible trade between the 
United States and Europe and in particular between the 
The Rise m United States and England which took place 
*0™ middle of 1920 resulted in a very narrow 

Novemberto market m sterhng exchange The specific 
May, 1921 adverse influences which have been described 
were therefore at work in a very sensitive market, and had 
correspondingly depressmg effects on the rate. But m 
the final months of that year the results of the great re- 
adjustments to which attention has just been given began 
to make themselves felt and were supplemented by other 
developments favourable to sterhng. The restnction of 
Enghsh and Continental purchases of wheat and cotton 
in the autumn of 1920 was not only m itself favourable to 

“ If tbe pnce-level lu England had been falling and that of Amenca 
nsmg, instead of merely falling less rapidly than that of England, this 
cross-current would have been much more easily described For m that 
case the absolute amount of dollars required to pay for those British 
purchases that were made in Amenca would have been increased, while 
the absolute amount of pounds sterhng required to pay for those Bntish 
exports that were made to Amenca would have decreased — a circumstance 
clearly adverse to sterhng m the exchange market 
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TABLE 7. 

Trade of the United States by Major Geographical Divi- 
sions, 1919-21 


Thousaads of 

Merchandise 

Gold 

Dollars 

ImjKirts 

Exports 

j Imports 

Exports 


1919 

Europe 

England 

North. America 
South America 
Asia 

All Other 

750,528,389 

309,189,265 

1,157,773.965 

687,525,388 

1,041,444,129 

267,093,061 

5,187,666,363 

2,278,557,524 

1,295,791,866 

441,747,728 

701,164,787 

294,055,246 

4,055,739 

4,055,739 

52,460,267 

2,228,853 

13,868,625 

3,920,562 

36,476,524 

2,091,066 

20,648,807 

86,994,209 

219,185,371 

4,880,337 

Total 

3,904.364,932 

7,920,425,990 

76,534,046 

368,185,248 


1920 

Europe 

England 

North America 
South America 
Asia 

All Other 

1,227,842,745 

513,846,804 

1,662,663,071 

760,999,295 

1,283,725,317 

343,251,062 

4,466,090,927 

1,825,033,197 

1,929,162,758 

623,916,990 

771.748,562 

437,097,070 

317,212,742 

280,852,465 

44,839,573 

13,604,059 

33,148,683 

8,263,216 

98,800 

98,800 

24,475,051 

107,686,626 

186,604,206 

3,226,525 

Total . 

5,278,481,490 

8,228,016,307 

417,068,273 

322,091,208 


1921 

Europe 

England 

North America 
South America 
Asia 

All Other 

764,942,003 

238,796,638 

754,726,955 

295,622,950 

565,700,395 

128,033,100 

2,363,917,686 

942,106,854 

1,129,636,663 

273,321,529 

486,095,731 

232,151,087 

502,995,227 

202,091,349 

55,962,940 

16,433,042 

56,899,610 

58,976,629 

10,255,046 

24,300 

10,930,655 

2,681,376 

Total 

2,509,025,403 

4,485,122,696 

691,267,448 

23.891,377 


Source Monthly Summary of Foreign Commerce of the United 
States. 

December, 1920 — pp 5-7 
December, 1921 — ^pp. 64-6. 
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sterling, but because of the fact that it intensified agricul- 
tural distress in Amenca, it increased the political pressure 
brought to bear on the United States Government to establish 
large export credits. In January, 1921, the Secretary of 
the Treasury was authonzed by joint resolution of both 
Houses of Congress to revive the activities of the War 
Finance Corporation At about the same tune Lord 
Chalmers paid a visit to New York to propose possible 
plans for the refunding of the British debt to the United 
States Both of these developments encouraged substantial 
speculative purchases of sterhng, and m response to these 
the rate rose sensationally dunng December, 1920, and 
January and February, 1921, reachmg 3 90 on February 
14, almost making up the entire loss sustained dunng the 
previous summer and fall This movement earned the 
rate far above the purchasmg power panty of the time. 
Interesting evidence of the importance of speculative pur- 
chases m contributing to this great improvement m the 
sterhng rate is found in the state of the forward exchange 
market. Mr. John Maynard Keynes has clearly and forcibly 
argued that when the exchange rate between two countries 
IS subject to large fluctuations the only effect of moderate 
changes m short money rates m the two countnes is to 
narrow or widen the premium on forward exchange contracts, 

* 'since no one is likely to remit money temporarily from one country 
to another with an uncovered, exchange ns^, merely to take advan- 
tage of or I per cent per annum difference in the mterest rate.” 

Now during the penod under discussion the discount 
on forward dollars (or, from the point of view of the New 
The im ort market, the premium on forward sterling) 

of the MarkS'^^was greater than could be explained by the 
ExSan^e^ then existmg differences m money rates. 

In this sense the forward exchange rate was 
“ abnormal ” Mr Keynes further drives home the point 
m the following terms : 

" The abnormal discount on forward dollars which persisted 
more or less from November, 1920, to February, 1921, thus m- 

Manchester Guardian, “ Reconstruction in Europe,” Section i, April 
20, 1922, p 15 
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dicatmg that the market was a bull of sterling, coincided with 
the sensational rise of sterhng from 3 45 to 3 90. This discount 
was at its maximum when sterlmg touched its lowest point and 
at its mimmum (m May, 1921) when sterlmg reached its highest 
point on that swmg/' 

Aided by this speculation for the rise, and influenced 
by the more fundamental forces already described, the 
pound, in May, 1921, once again touched 4 00 in the face 
of the adverse effects which resulted from the British coal 
strike. But in the summer of 1921 there took place a 
violent senes of disturbances which are to be explained 
once more, not in terms of any alteration in underlying 
conditions, but in terms of heavy purchases of dollars in 
^ ^ ^ the London market due to developments m 
due to German Europe, especially m connection with Repara- 
Reparations tions These disturbances arose pnmanly 

eveopmens ^ decision of the Reparations Com- 

mission which announced on May 17, 1921, that it would 
accept part of the German Reparations payment of one 
billion marks due before May 31, m dollars in New York. 
The first payment so made was a transfer of $35,773,000 
to the Federal Reserve Bank of New York on May 31. 
Preparation for this operation mvolved the transfer to 
New York during the week preceding of an amount esti- 
mated at $20,000,000, most of the dollars being acquired 
through offerings of sterlmg and francs in the exchange 
market Coming at a moment when speculative sales of 
these currencies were being made on account of another 
political development in Europe, the crisis in Silesia over 
the division of territory between Germany and Poland, 
these purchases resulted in a drop of 8 points in the sterhng- 
doUar rate on May 23, followed, after a temporary violent 
recovery due to a reassunng speech by M. Briand,by further 
weakness An additional amount of $14,300,000 was paid 
on June 6 on Reparations account which produced another 
sensational drop of 7 points on that day. 22 A few days 

lUd , p 13 

By the New York Journal of Commerce Quoted Commercial and 
Financial Chronicle, June 4, igzi, p 2360. 

22 Ibid , June ii, 1921, p 2473 
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later the rate had fallen to 3 *681 These sudden incursions 

into the exchange market were, of course, quite unconnected 
with any force which under ordinary circumstances might 
be expected to ahect the sterling-dollar rate When pressure 
from this purely adventitious source was removed the rate 
rebounded. Helped by speculation, not for the fall as had 
been the case a few weeks before, but for the rise on 
account of renewed hopes of a settlement of the British 
coal stnke and of a refunding arrangement for the British 
debt to Amenca, sterling reached 3 82^ on June 16, 1921 
Disturbing and unsettlmg as were these immediate 
effects of payment of Reparations in dollars, they by no 
means exhausted the undesirable consequences of this 
procedure The accumulation of dollar balances for Repara- 
tions payments largely denuded the exchange market of 
dollars As a result, the normal demand for dollars to pay 
for British purchases of oil and wheat m July had a much 
more than proportionate effect upon the rate This seasonal 
demand, combined with a contraction dunng the preceding 
months m British exports to Amenca, forced sterling down 
to 3 56J by July 29. Even then the decision of the Repara- 
tions Commission had not worked out its full consequences 
For early in August the distribution of these Reparations by 
the allied governments caused further violent disturbances 
in the rate of sterhng exchange This time these were 
favourable to the pound, which from July 28 to August 
9 gained 4^ per cent in value m terms of dollars 
By August of 1921 German Reparations payments in 
dollars were put upon a more orderly basis, ancf further 
violent demands upon the exchange market were avoided 
by spreading the transfers over longer periods The under- 
lying elements of strength to some of which attention has 
been given above, began to reassert themselves. A better 
seasonal distribution of purchases of dollars to finance 
_ „ autumn exports from America had been at- 

tion of the Ad- tamed by the making of forward exchange 
1921^ contracts earlier in the year As a result, there 
was not a large amount of sterhng bills on offer 
m September. In addition, larger credits were now being 
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granted in the United States for export. The credits 
granted to facilitate export of cotton and agricultural 
products and storage of these products in anticipation of 
export, by the War Finance Corporation, began to assume 
substantial proportions in July, 1921 ^3 Private capital 
was still at this time reluctant to provide directly the sums 
needed for this purpose on account of lack of confidence 
in European credit, but the activities of the War Finance 
Corporation were supplemented by a revival of European 
security flotations in New York The proceeds of these 
were in part used to provide dollar exchange and relieved 
pressure on the sterhng rate Moreover, developments in 
the realm of international affairs were distinctly favourable 
to the pound Sellers of sterhng became less eager to sell 
and buyers became more urgent to cover their require- 
ments promptly on account of a distinctly increased general 
confidence in the economic outlook of England and the 
Continent generally Among these developments were 
the Washington Four Power Naval Treaty, improvement 
in Irish affairs, prospects of a settlement of mter-allied 
debts, the ratification of the Treaty of Peace between 
Germany and the Umted States, and on the Continent, 
the conclusion of the Loucheur-Rathenau agreement on 
German Reparations. As on all similar occasions, the 
fall m the sterling rate during the summer of 1921 had 
itself induced substantial purchases of English and Con- 
tinental securities by Americans, which contnbuted to 
check the decline which had caused them 
Responding to this senes of favourable developments, 
the pound appreciated steadily till on February 23, 1922, 
The Influence reached the high rate of qqif. This re- 
ef British markable achievement, made m the face of 
Policy on tte large British Government purchases late m 
xc ange a e account of obhgations due to the 

United States Government, was in the last analysis, for 
the reasons stated, possible because of the relative changes 

Cf Commercial and Financial Chronicle, December 31, 1921, p 2770 

Cf p 109, supra 

Foreign Capital issues floated in the Umted States in 1921 amounted 
to 8650,303,000. Federal Reserve Bulletin, April, 1922, p 386. 
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in British and American pnce levels. The movements of 
these set limits, elastic it is true, but governing in the long 
run, within which the rate of sterling exchange might 
fluctuate In two very important respects, British policy 
contributed to shape the fimdamentals of the situation, 
for British policy was a factor m determining both the 
British and the American pnce levels On the one hand, 
England, as head of the Bntish Empire, pursued a far- 
sighted pohcy designed as far as possible to mitigate the 
cost and burden of the mevitable adjustment downwards 
of her own price level by directing the flow of gold to the 
United States The difficulties involved in carrying out 
this pohcy have been suggested m the preceding chapter. 
These difficulties were resolutely faced, even when they 
included the subordination of the real interests of a part 
of the Empire to the interests of the Empire as a whole as 
in the case of South Afnca.’^® But for reasons which have 
been given, this pohcy was only m part successful The 
gold sent to the United States built up dollar exchange. 
It enabled much that could not otherwise have been bought 
in America to be brought to England, feeding her people 
and helping to maintain her entrepot trade. But it did 
not keep American prices from falhng, and therefore did 
not greatly mitigate the magmtude of the recession of 
pnces towards which British policy had to work if the 
ultimate objective of a restoration of a gold standard at 
the old par was not to be abandoned On the other hand, 
England did not flinch from the consequences of a pro- 
longed deflation earned out for a longer penod and with 
more seventy than that proceeding m the Umted States. 
As a result of this, m February of 1922 Bntish and Amencan 
pnces were far closer together than they were in May, 
1920, when the world-wide deflation began The story 
See Chapter IV, pp 79-81 From the pmrely South African point of view 
the inflation and deflation which took place in the Union, and the suffer- 
ing which flowed from them, were avoidable and therefore unjustifiable 
” The index numbers of wholesale pnces of the two countries on these 
dates were as follows 


May, 1920 

(Bureau of La^r 
Statistics) 

England 

(Statist) 

247 

305 

February, 1922 . 

, . 141 

155 
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of deflation m England has often been told and need not 
be recapitulated here. The magnitude of the changes 
which took place in the financial and credit positions of 
the Umted Kingdom, however, may be recalled by refer- 
ence to one or two outstanding developments of the year 
1921 In April, 1921, the Government ceased to sell 
Treasury notes at a fixed rate of interest, but once more 
submitted its credit to the test of the market by offering 
them for competitive tender, This change of policy 
gave the Bank of England freedom to take steps to bring 
about credit restriction by removing the predominant 
influence of the Treasury over money rates A reduction 
of £69 million in other deposits and of £70 million in 
holdings of pubhc securities, accompamed by a reduction 
of £6 miUion in note circulation which appears between 
the statements of the Bank of England on December 29, 
1920, and December 28, 1921, indicate the nature of the 
measures taken Further expansion in the currency-note 
circulation was checked in January, 1920, and the amount 
of the issue was reduced moderately in that year, but in 
1921 it fell from £368 milhon to £326 million These 
measures of deflation were made possible by the immense 
effort of the Government to set its financial house in order. 
A beginning was made m the reduction and refunding of 
the Government debt, 29 but the outstanding achievement 
of British financial admimstration dunng the deflation 
period was the great fiscal effort by which the Government 
deficit of 1919-20 of £326,202,000 was converted into a 
surplus of £230,557,000 in 1920-21.3® 

By an immense effort, exerted in a great many different 
directions England, by the opening of the year 1922, had 
contributed powerfully to laying the foundations upon 
which price and exchange stabihty could later be built. 
The effects of the great post-war crisis were begmmng to 
be shaken off. Raw matenal accumulated m various 

The London Economist, April i6, 1921, pp 765-6 

*» Report of the Committee on National Debt and Taxation (Colwyn 
Report), Cmd 2800, p 38, *[[ no 

*0 The London Economist, Apnl 2, 1921, p 682 , 141 H C. Deb 5s , 
p 67 
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parts of the world had in large measure been disposed of 
Industry had increased its efficiency and reduced its costs, 
among them in many cases wages The pressure towards 
further reduction of prices had been lifted on both sides 
of the Atlantic The pohtical horizon had somewhat 
cleared The time seemed npe for a new effort to remove 
existing obstacles to a return to conditions of economic 
peace and stability It was at this time that plans were 
matured for the great economic conference at Genoa 
which was to deal particularly with the problem of the 
mstabihty of the international exchanges Important 
changes in the various elements affecting the course of the 
sterling-doUar exchange were pending In England the 
high rate of about 4 40 reached m February, 1922, intro- 
duced an entirely new psychological factor — ^namely, the 
alarm felt by Bntish exporters lest Bntish export trade 
suffer from the rising value of the pound The distinction 
between sheltered and unsheltered industries which pre- 
sented so acute an issue m economic discussion in England 
dunng the remainder of the reconstruction period began 
to emerge In addition, the increase of the sterhng-dollar 
exchange rate had important effects on the movement of 
gold m international commerce, and had a particularly 
acute and violent influence upon the course of events in 
South Africa To these we shall turn in the next chapter. 

London Economist, Commercial History and Review of 1921, Feb- 
ruary 18, 1922, p 290 
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CHAPTER VI 

GOLD INFLATION BEGINS AND IS CHECKED 


The decline in the price of gold in the London bullion 
market which accompamed the rise in the sterhng-doUar 
exchange rate, traced in the last chapter, was not 
without important effects upon the gold market It set 
in motion influences which resulted in the closing months 
of igai and the opening months of 1922 in two develop- 
ments of great importance The first was the crisis in the 
Rand and the second the revival of Indian demand for 
gold 

Ever since the Arnustice there had been a strong feehng 
on the part of the management of the gold-mining industry 
The Efiect of in South Afnca that sooner or later costs must 
See o?Gold reduced. This feehng was based upon the 
on the South View that the mdustry would be obliged to 
African Mines accommodate itself ultimately to the hard fact 
that the world value of gold had suffered a great and 
permanent dumnution How great this loss of value of 
their product would prove to be the mdustry could not tell 
with precision, but it was well recognized that the rehef 
which was enjoyed as a result of the premium on gold 
was temporary only This view is expressed in unmistakable 
terms in the annual addresses of the President of the 
Transvaal Chamber of Mines. On March 22, 1920, he 
said : 

‘ ‘ Sooner or later gold will return to its permanent standard 

value When that time comes we shall be faced with the neces- 
pty of adopting one of two alternative policies Either half the 
industry must be closed down with resulting unemployment . 

127 
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or the costs of production, including the costs of labour, must 
be reduced ” ^ 

A year later at the next annual meeting of the Chamber, 
on March 21, 1921, the same view was again expressed, as 
follows : 

“ The inevitable effect of that tendency (1 e the tendency of 
the gold premium to disappear) will be to compel the closmg 
of further mines, unless the cost of production can be reduced 
Already (five imnes) have ceased operations, and of the remam- 
mg thirty-nine mmes, six made a loss m January and thirteen 
in February ” ^ 

These forebodings were temporarily pushed into the 
background by the high pnce obtained for gold in the 
summer and fall of 1921. But m December of that year, 
when the rise in the sterhng-doUar exchange rate which 
has ]ust been described was m full swing, matters again 
became acute Deflation had been in progress m South 
Africa, as m all other countries, throughout 1921 It was 
to the interests of the South African gold-mining industry 
to push it stiU further as it found itself approaching more 
and more the position m which other gold-minmg industries 
had been placed throughout the post-war period It was 
one of the paradoxes of the reconstruction period that the 
South African gold mming mdustry profited by the inflation 
of 1919-20 and by the subsequent deflation as well ® 
Other interests in the community had suffered from both 
The net effect of the inflation and deflation period m South 
Africa had been a postponement of the readjustment which 

^ Thirtieth Annual Report of the Transvaal Chamber of Mines for the 
Year 1919, p 61 

* Thirty-first Annual Report of the Transvaal Chamber of Mines for the 
Year 1920, p 60 

* Cf Chapter IV, pp 75-81 The" pegging " of the London- Johannes- 
burg exchange enabled fiie gold producers to get advantage from the 
gold premium, but it also caused the inflation The one effect could not 
be had without the other, because when the exchange was pegged South 
African imports grew more and more costly as inflation in England and 
elsewhere progressed When this effect of pegging finally worked itself 
out in higher prices in South Afnca, the advantage of the gold premium 
to the gold-mining industry diminished When the premium itself 
declined, deflation became ^vantageous, if not essential, to the gold 
producers 
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other gold-mining industries, notably that of the United 
States, had had to undergo earher Postponement, however, 
IS not avoidance or escape from a difficult situation, and the 
crisis long impending in the Sputh African industry broke 
m December, 1921 

On December 8, 1921, the Transvaal Chamber of Mines, 
after conferences with the labour unions and the Prime 
Mimster, addressed a letter to the South African Industrial 
Federation, stating that a further decline m the pnce of 
The Revolution. would threaten half the industry with 
in the Rand— coUapse, and proposmg certain measures for 
March, 1922 reduction of costs ^ These were a reduc- 

tion in white wages, changes in working conditions, reduction 
in the number of employees with a view to greater efficiency, 
and the introduction into the mines of native labour m 
certain semi-skilled occupations such as that of drill- 
sharpeners. These terms proving unacceptable to labour,® 
a strike actually began on January 9, 1922 Production 
was at a standstill for a whole month On February 13, 
the mines resumed operations under circumstances involving 
senous violence, and gradually increased their working 
force during the foUowmg month An offer of the South 
Afncan Industrial Federation to resume negotiations was 
rejected on March 4, and this was followed by the general 
strike and revolution of March 7 to 10, and the declaration 
of martial law On March 16 the stnke was virtually over, 
and the revolutionary movement crushed It is no part of 
the present study to describe the Revolution in the Rand 
The causes of these disturbances were not merely industrial 
They were pohtical and racial also, and the mine labourers 
had substantial support from other groups in the com- 
munity The events of the first months of 1922 are 
important in South African history and left deep scars 
behind them. The present study is concerned only with 
the manner in which changes m the pnce of gold affected 
its supply, but it cannot be without interest to any student 

* Cf Letter of December 8 given in Thirty-second, Annual Report of the 
Transvaal Chamber of Mines for the Year igzi, p 145 

® For the labour point of view, see E Gitsham and J F Trembath, 
Labour OrgamgaHon in South Africa, Durban, 1926, p 47 
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of this subject, that the supply of new gold was kept flow- 
ing into the world’s markets at the cost of revolution and 
bloodshed 

The collapse of the strike of 1922 was followed by a 
systematic reorganization of the gold mines upon the side 
of labour and machinery Costs were reduced and the 
efiiciency of native labour increased A senes of mechamcal 
improvements was introduced which increased the capacity 
of a dnUing machine from 16 feet per shift in 1920 to 63 
feet per shift in the year 1923 « Chief of 
o/theSth°°^ these improvements was the development and 
AfccanGold improvement of the automatic Jack-hammer 
“ ^ to replace hand driUmg From the point of 

view of production these changes were entirely favourable ^ 
The Rand strike marked a turning-point in the production 
of gold in South Afnca. After dechnmg steadily from 1916 
to 1921, output thereafter began to increase All monthly 
production records since 1916 were broken in October of 
1922 The production of the Transvaal for 1923 was 
9,148,771 fine ounces In the whole history of South 
African gold mining this output had been exceeded only 
in the record year, 1916, when 9,296,618 fine ounces were 
produced 

In Chapter IV the events which transformed India from 
an importer into an exporter of gold were set forth. The 
The Effect of which lay at the bottom of this 

the^Failing change in the usual relationship of India to 
^ln(ha world’s trade in gold was that gold in terms 

of rupees had become dear relative to silver 
and goods in general The fall m the price of gold in the 
latter half of 1921 which had had such disturbing effects 
in South Africa, also produced a profound change in the 
situation in India The tendency of the price of gold in * 
rupees which was steadily upwards from the midsummer of 
1920 to the midsummer of 1921 turned downwards in 
August, 1921, and continued to dechne subject to temporary 

® TMrty-fourth Annual Report of the Transvaal Chamber of Mtnes for 
the Year 1923, pp 59-60 

' Samuel Montagu & Co , Bulhon Letter, November 16, 1922. 
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interruptions througliout 1922 and the first part of 1923.® 
This fall m the price of gold was the chief factor in the 
revival of Indian demand ® which first reappeared in Sep- 
tember, 1921, and which was a* characteristic of the London 
bullion market during the following two years. Not only 
did the price of gold become more attractive in the faU of 
1921, but India’s power to buy gold increased In the 
summer of 1921 there had been a revival of Indian exports, 
while imports, especially of cotton-piece goods were restncted. 
The latter development was due in part to high prices, but 
in part also to the boycott of foreign goods which was 
established by the Gandhi non-co-operation movement. 
The revival was temporarily halted, however, in October, 
1921, by the sudden collapse of the German mark. This was 
accompanied by a sharp contraction in Indian exports, 
while at the same time imports began to be more freely 
made At the same time, owing to large purchases of gold 
in London in September, and imports from other parts of 
Asia,^° India’s trade m gold began to show substantial net 

* The price of gold in rupees per tola in the Bombay Bazaar during 
this period as given in the Times of India was as follows ' 
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» " The cheapening of the (rupee) price was no doubt the mam factor 
which stimulated imports ” — ^Report of Controller of Currency, 192 1-2, p 7 
“ Out of a total value of 88,927,015 in gold received in Bombay 
and Calcutta from January i to November 30, 1921, 19 per cent came 
from London and about 47 per cent from Basrah Possibly gold emanat- 
ing from Russia is included in the latter item ” Samuel Montagu & Co , 
Bullion Letter, January 26, 1922. 
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imports. The concurrence of these three developments, 
plus a heavy import of silver, was largely responsible for a 
rapid fall in the rupee-sterhng exchange from is 53^5 d on 
October 13 1921, to is. 2,-^d, on February 24, 1922 As 
a result a large part, though not all, of the advantage which 
the rapid fall in the price of gold during that period, 12 
would otherwise have given to Indian purchasers of the 
metal was cancelled The effects of this check to the 
general improvement m Indian trade was not fuUy over- 
come till February, 1922 In that month the Indian 
merchandise trade again showed a favourable balance, and 
the fuU force of the revived Indian demand for gold made 
itself felt Stocks accumulated in the early fall by the 
banks and bazaar in Bombay had been absorbed up- 
country Moreover, the year 1921-2 was regarded as 
especially propitious for marriages and “ the purchase of 
gold for use in marriage ceremomes was on an exceptionally 
large scale ” With a strong demand, low stocks, and a 
falling price of gold, large imports by India were clearly to 
be expected early in 1922 

For the reasons given, Indian demand for gold was un- 
certain and moderate at the opemng of 1922 In only one 
Revival of Week in January did the bulk of gold offered 
Indian Demand go to India, and the new supplies for the most 
m the part continued to flow to New York up to the 

u ion ar e February g But from the middle of 

February tiU the middle of June, 1922, Indian demand took 
practically all the gold offered on the London market. 
Since Inian demand is a consumption demand and is 
hmited not merely by the capacity of the Indian to pay, 
but by a definite desire on his part which can be definitely 
satisfied, the peculiar insistence of the demand at this and 

The Controller of the Indian Currency in his Annual Report, 
attributes the decline in the rupee largely to the import of the precious 
metals On p 12 he says " The most powerful cause operating to depress 
exchange during these mouths, November, 1921, to March, 1922, was the 
heavy import of both gold and silver ” 

Since during this period the pnce of gold in London fell faster than 
the rupee depreciated in terms of sterhng, tiiere was an actual appreciation 
of the rupee in terms of gold 

Cf Note 8, supra 

Report of Controller of Currency, India, 1921-2, p 8 
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at certain later periods must be interpreted in the light of 
the wants and needs of the Indian people What was 
really happening was simply that the Indian cultivators 
were taking advantage of the first good opportunity to 
replace previous inroads upon their savings So strong 
was the Indian demand in February, 1922, that when the 
Rand strike produced a shortage of gold on the London 
market in the week of February 23, India took gold from 
New York to Bombay direct, and in addition to the mam 
sources of supply, was continually drawing substantial 
shipments from Mesopotamia and other Onental countnes. 
During the second half of 1922 India’s trade balance was 
reduced owing to the usual slack season, and as usual the 
up-country demand for gold fell off dunng the rains As 
a result, her demand for gold m London decreased and the 
bulk of the South African gold offered on the London market 
found its way to New York But India did not fail for one 
single week during the whole of this period to take some 
portion of the gold offered in London. 

The first quarter of 1923 again witnessed a revival of 
keen Indian demand All the forces mentioned above 
favourable to gold imports into India operated more strongly 
than ever In particular there was an abnormal demand for 
gold from some of the more prosperous cotton-growing 
areas Indian exchange on London was exceptionally 
strong, while the price of gold in London reached record low 
figures since the unpeggmg of the sterlmg-doUar exchange 
As a result, the price of gold m India fell till it reached 
Rs 24 II 6 per tola — a dechne of over 25 per cent, since 
August, 1921. At this time the Government of India 

There had long been present m India, and there still is, a strong 
desire in many quarters to introduce a gold currency in India An addi- 
tional demand for gold for India for monetary use was, and still is, con- 
sistently opposed by England, and a successful effort to establish a gold 
currency in India would have been regarded in some very responsible 
quarters as fatal to the whole plan of restoration of a gold standard at the 
old sterling parity of 4 866 It is not surprising therefore to find the 
F]^n(^ Member, Sir Malcolm Hailey, in debate in the Legislative Assembly 
at Demi on January 24, 1922, rejectmg a suggestion to have the Indian 
Mints opened to free coinage of gold on the ground that no demand for 
such coinage existed as long as gold was at a premium over its statutory 
rate of 10 rupees to the pound India, Debates of the Legislative Assembly, 
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entered into the rupee-sterling exchange market and sold 
Council bills in order to prevent the rupee-sterling rate from 
rising still further As a result of this policy the rupee 
was stabilized at about is 4^?. A collateral effect was to 
prevent the rupee pnce of gold from falling still further, 
and therefore in all probabihty to prevent further diversion 
of gold from the Umted States Even so Indian demand 
was strong enough to draw some gold from New York in 
March, 1923 

From March to October, 1923, the price of gold m London 
gradually rose as the sterhng-dollar exchange fell, and 
The Indian nearly 1® the whole of this period, which 

Demand included the slack season for Indian exports, 
RS?^Pnce^o? demand was small and the bulk of the 

Gold— gold offered in London went to the United 
States Commenting upon the effect of the 
rising price of gold during these months the 
Controller of the Indian Currency has the foUowmg inter- 
esting reflections to offer : 

“ The effect of the comparative dearness of gold was to limit 
the imports of the year to what may be called normal require- 
ments, surplus investments m this form being deferred for a 
time of lower prices . . . The experience of the last two years 
shows that in time of agricultural prosperity, while a moderate 
nse m pnces makes no ^fference m the capacity of the country 
to import gold up to normal requirements, cheap prices stimu- 
late its acquisition for hoardmg purposes and lead to imports 
attaming record levels ” 

In November, 1923, the sterhng-dollar exchange broke 
sharply as the events which are later to be described under 
the head of “ The Fhght from the Pound ” began to occur. 
From the point of view of those whose interests lay in keeping 
the movement of gold as much as possible in the direction 
of the United States, the effects on the gold market were 
favourable The Indian demand, which is normally strong 
in the autumn and wmter, was checked In addition, the 

Indian demand in London Market showed considerable strength m 
June ^ 

Report of Controller of Currency ^ India, 1923-4, p 6, 
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Government of India took advantage of the high price of 
gold resulting from the changes in the sterhng-dollar rate 
to seU the gold contents of £ 2 , 000,000 in sovereigns out of the 
Currency Reserve in India against payment in sterling. 
This extra and unexpected supply of gold in India was a 
further influence in keepmg India out of the London gold 
market For these reasons shipments of gold contmued to 
go to America during the fall and winter of 1923-4 
An important change in the method of marketing South 
African gold came into force in the latter part of 1923, 
which should be noted before leaving the subject of the 
Indian and South African participation in the gold market 
in 1922-3 New arrangements were entered into between 
Changes in the the Bank of England and the Rand Mines with 
marketing of gold which became 
Sou^ Africa— effective on August i, 1923 These permitted 
August, 1923 direct shipments from South Africa to India 
whenever such shipments proved advantageous to the 
Rand mines Economies m the cost of shipment were 
obviously to be made m this way Gold was to be sold to 
India at slightly under the London market price, delivery 
fob Durban It is a good illustration of the close check 
on aU gold transactions in South Africa maintained by the 
financial authorities in England that under these arrange- 
ments shipments were permitted to destinations other than 
the United Kmgdom only on providing certain particulars 
to the Bank of England ’ ’ Payment continued to be made 
in London for gold shipped direct to India and as far as the 
exchange side of the transaction was concerned, there was 
no real alteration involved in the new arrangements. This 
IS clearly brought out in the testimony of Mr Kahan, 
Manager of the Rand Refine^, before the Kemmerer- 
Vissering Commission in December, 1924 At the opening 
of his testimony, Mr Kahan descnbed the marketing of 

In his testimony before the Kenmerer-Vissenng Commission, Mr 
Raoul Robellaz Kahan estimated the saving to the mines of sales fob 
Durban at per ounce over the proceeds of sales in London Of this 
one penny was rebated to the buyer Kemmerer-Vissering Commission, 
Report, XJ G 13, 1923, p 174, q 1660 

Tlnrty-fourth Annual Report of the Transvaal Chamber of Mines for 
tpp Year 1923, p ^2 " Report of the Gold Rroduption Committee/' 
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South African gold under these new arrangements which 
were still in force at that time as follows 

" The gold IS produced by the mmes and sent to the Rand 
Refinery There it is refined It is then packed and con- 
signed either to England or to India That is all we do here 
The gold IS all sold by Messrs Rothschild, the agents for the 
mining industry The vanous bullion brokers m London 

go to Messrs Rothschild The gold may be for India, for 
England, or elsewhere We receive orders, instructions, etc., 
from London, and are told to consign so many ounces of gold 
to India or to England ” 20 

In this way it came about that some part of the Indian 
demand for gold was satisfi.ed by direct shipments from 
Durban 

An indication of changing monetary conditions and 
reviving prosperity on the Continent may perhaps be found 
_ , , - in the occasional appearance of the Continent 

Demand for among the buyers of gold in London dunng 
these years But the amounts taken were 
small and at widely separated intervals, and 
never deflected the mam stream of shipments to India and 
America In October, 1923, Continental inqmries became 
substantial, 2 2 t)-Qt it was not until the early months of 1924 
that the Continent began to share fairly regularly, even if 
not largely, in the disposition of the new South African 
supplies. 

On at least one, and probably two, occasions during 1922 
and 1923 the movement of gold to the United States from 
British Govern- the United Kingdom was substantially aug- 
Supm^Ssto by British Government shipments on 

America, 1922- account of payments of obligations due in the 
United States The first of these were in 
July and August, 1922, and it is a tnbute to the financial 
courage of Great Britain that gold for this purpose was 
actually taken from the gold reserves of the country Few, 
if any, governments have been able to bring themselves to 

Kemmerer-Vissenng Commission, Report, p 172, q 1630 and 1634 

Messrs Samuel Montagu & Co m their Annual Bulhon Letter for 1923 
give the amount of gold shipped direct to India from Durban in that 
year as under ;^2,ooo,ooo 

** Saibuel Montagu & Co , Bullion Letter, October 17, 1923 
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act upon the principle that gold reserves are for use in case 
of need, and that at tunes it is wiser to part with gold than 
to hold it. Both the source and purpose of these shipments 
were frankly stated in the House of Commons on July 12, 
1922, by the Chancellor of the Exchequer, Sur Robert Horne 2® 
These withdrawals are reflected in the July statements of 
gold holdings in the Currency Note Account at the Bank of 
England, which were as follows: 


1922 

Com and Bulhon in 
Issue Department of 
the Bank of England 

Gold held in 
Currency Note 
Account 

June 28 

£127,131,380 

28,500,000 

July 5 

126,634,100 

28,500,000 

July 12 

126,069,565 

27,500,000 

July 19 . 

125,571,065 

27,000,000 

July 26 

125,573,470 

27,000,000 


Again in May, 1923, just prior to the announcement of 
the Anglo-American debt fundmg agreement which was 
made on June 19, 1923, about $14,000,000 in gold reached 
America from Germany, which was probably sent on British 
Government account. It is probable also that these 
Government shipments were augmented from a picturesque 

Mr Malone asked the Chancellor of the Exchequer whether the with- 
drawal of half a million m the holding of gold by the Bank of England 
and of a similar amount in the holding of gold by the Currency Depart- 
ment against the issue of currency notes is in preparation for the ship- 
ment of gold to meet the service on our debt to the United States Govern- 
ment Sir E. Horne “Yes, Sir” X56 H C Deb 5s , 1922, p 1231 

On May 29, 1923, the New York correspondent of the London Ttmes 
stated as follows “ It is reported without confirmation that the 60,000,000 
gold marks which recently arrived here m settlement of notes given by 
Germany to Belgium are really the property of the British^ Government, 
which bought the notes in Switzerland where they had been discounted 
by Belgium The marks, it is said, will be melted down, and the gold 
will be applied to payment due on June 18 on Great Britain’s debt to the 
United States ” Samuel Montagu & Co , Bullion Letter, May 30, 1923 
On the same day that the above dispatch was sent the following appeared 
in the New York Journal of Commerce “ The second instalment of the 
60,000,000 gold marks from Germany to the United States arrived 
yesterday on the steamship Mount Clay This movement was brought 
about by the maturity of some German notes held by Belgium which sold 
them to Swiss Banks, which in turn discounted them in Holland, where 
they were sold to the British Government The latter presumably ordered 
the gold to pay for the notes to New York The marks are to be melted 
at the Assay Office for the account of the British Government.” 
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and unexpected source, namely, from gold being recovered 
from the wreck of the LaurenUc off the coast of Donegal 
The maintenance of an undimimshed flow from South 
Africa, and the various changes in the requirements of India 
for f ho metal left their impress upon the import 
Gold to the and export figures of the Umted States An 
United States— analytical table of the gold trade of the United 
1922-1923 states in 1922 and 1923 (Table 8) discloses the 
effect of India’s participation in the gold market, and of the 
special British Government shipments just mentioned. It 
also makes it easy to see at a glance the relative importance of 
the contribution of the British Empire to Amenca’s increasing 
gold stock, and the nature of the supplementary sources which 
added to it During 1922 imports of gold into Amenca from 

the Umted Kingdom were 44-3 per cent of total imports and 
in 1923 46-3 per cent of total imports, and over 55 per cent 
and 62 percent respectively of total imports from Europe 


*5 “ A further million pounds of gold has been retrieved from the White 
Star Liner Lawentxc which was mined off the coast of Donegal in 1917 
This recovered treasure will doubtless follow the successive substantial 
Government consignments that have been sent to the United States ” 
Samuel Montagu & Co , Bullion Letter, July 20, 1922 

The following are the percentages of American gold imports and 
exports during 1922 and 1923 worked out by geographical areas from the 
figures given in the Federal Reserve Bulletin 


Imports 

{In Thousands of Dollars ) 


Countries 


Denmark 

France 

Germany 

Netherlands 

Norway 

Sweden 

United Kingdom 
Canada 

Central America 
Mexico 

South America 
China 

British Oceana 
All Others 


1922 

Per cent 
of Total 

1923 

Per cent 
of Total 

$ 

^ 7 , 7 C >9 

64 

% 

3,561 

I I 

27 >o 43 

98 

19,036 

56 

35 

— 

49,551 

153 

9,957 

3 6 

13,291 

4 I 

8,423 

3 I 

— 

— 

32,885 

11 9 

5 

— 

121,883 

44 3 

149,671 

463 

10,372 

37 

49,374 

153 

4,373 

I 6 

2,443 

7 

5,912 

2 2 

6,581 

2 0 

11,601 

42 

13,364 

4 7 

8,937 

32 

5,588 

17 

4,230 

I 5 

1,656 

5 

11,737 

48 

8,584 

2 7 

275,157 

100 

322,705 

100 


See continuation of footnote on next page. 
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While England continued to be the chief, and except for 
domestic production and some Canadian shipments, nearly 
the sole source of supply of new gold, three sporadic and 
two regular sources of supply combmed to swell the total 
of Amencan imports Dunng the first half of 1922, when 
Indian demand was absorbmg the South African gold, very 
substantial shipments were made from Scandinavian 
sources These shipments were of Russian origm, and form 
part of the fascinating but obscure story of the distribution 
throughout the world of the bulk of the great Russian gold 
reserves of pre-war days ^7 In the fall of 1922 when these 
shipments began to peter out and finally disappeared, 
sporadic but substantial shipments began to be made from 
the Netherlands. In May, 1923, shipments of gold began 
to reach New York from the gold reserve of the Reichsbank 
The gold holdings of the Reichsbank declined from over 
1,004,829,000 marks on March i, 1923, to 469,727,000 marks 
on September 22, and accordmg to the Finance Division 
of the United States Department of Commerce this decline 
was chiefly due to sale or pledge of gold to meet foreign obh- 
gations or to purchase foreign currency The reports made 
to the Department indicated that of this loss at least 143 
million marks, the equivalent of nearly $35,000,000, were 
sold to New y ork. ^ « A large proportion of these German gold 


Exports 


1 

Countries | 

1922 

Per cent 
of Total 

1923 

Per cent 
of Total 

Canada 

$ 

22 ,i 6 i 

60 I 

$ 

1.704 

6 0 

Central and South America 

517 

14 

700 

24 

Mexico 

4.303 

II 6 

4.706 

16 4 

Europe 

873 

2 2 

4.267 

14 6 

British India 

4.445 

II 7 

14.637 

51 1 

China — ^including Hong- 
Kong 

3.932 

10 7 

2.487 

87 

All Others . 

639 

I 8 

138 

5 


36,870 

100 

28,639 

too 


*7 See Chapter IV. Note 26 

Commercial ancl Financial Chronicle, December 15, 1923, p 2603 



The Gold Trade of the United States, 1922 and 1923 
($000 omitted) 

Imports from || 



strong Indian demand m the London market Reserve Bulla m 
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exports IS accounted for by shipments, amounting in May to 
$14,280,000 and in June to nearly $13,000,000 consigned 
to the International Acceptance Bank in connection with 
the payment of notes given by Germany to Belgium on 
Reparations account As has been noted, part of the pro- 
ceeds of these consignments probably went to help pay 
obhgations of Great Bntain to the Umted States Part 
was used to provide dollars for payment to the Belgian 
Government 29 

Supplementing these special shipments was a steady flow 
of gold from France onginating in purchases of gold by the 
French Government from the French peasantry These 
French shipments were in sufi&ciently large amount to account 
for 9 8 per cent, of all the shipments reaching America in 
1922 and 5 6 per cent of all shipments in 1923 At the same 
time a fairly regular net import of gold from Canada added 
on the average million dollars a month to America’s 
supphes 

The continued import of gold presented in 1922 and 1923 
a senes of problems in Amencan finance different in char- 
Tke Amencan those analysed in Chapter IV ^2 It 

Gold Policy- was there pointed out that the vast gold im- 
1922-1923 ports of 1920 and 1921 had the effect of keeping 
the cash basis of credit in the country fairly stationary 
dunng a penod of very severe deflation. But by 1922 this 
deflation had come to an end The indebtedness of the 
member banks to the Federal Reserve Banks was greatly 

The Commercial and Financial Chronicle, June i6, 1923, p 2710, 
says " The International Acceptance Bank, Inc , on June 12 (1923), 
stated that the two German gold shipments of approximately 6J milhon 
dollars each ex ss Resolute and Mount Carroll received on Friday, June 8, 
and Monday last, June ii, were shipped by and for the account of the 
Reichsbank in Berhn The proceeds of this gold are to be used for paying 
the notes given by the German Government to the Belgian Government 
in reparations payment maturing on June 15 These notes are the last 
maturities under the special arrangement made last fall between Germany 
and Belgium with the approval of the Reparations Commission “ 

The following appears in Samuel Montagu & Co , Foreign Exchange 
Letter of May 10, 1923 "A cable to the New York Times states that 
1,000 pounds' weight in gold com is every week melted down and sold to 
the French Treasury by traders m gold who buy coins from the peasants " 

The heavy exports to Canada at the close of 1922 were more tha n 
offset by heavy imports at the openmg of 1923 See Table 8 

Chapter IV, pp 92-99 



Gold Inflation Begins and is Checked 143 


reduced, while their deposits with the central institutions 
were but little less than they had been at the penod of 
greatest inflation 2^ So far had the process of liquidation 
»at the Federal Reserve Banks gone that in the latter part of 
1921 and early in 1922 '' some concern was felt by some of 
the Federal Reserve Banks as to their earnings,” 25 
large purchases of Government securities were made by them 
simply to build up earnings Yet at the same time gold con- 
tinued to flow in The situation appeared to contain the 
elements of monetary inflation Gold imports into America 
seemed at last destined to produce the effects called for by 
the orthodox theory of gold movements examined at the 
close of Chapter III 26 And, m fact, they did begin to have 
these effects In part they were used to pay off rediscounts 
at the Federal Reserve Banks in the manner descnbed in 
Chapter IV. In this they supplemented the effects of the 
large open market purchases already mentioned, and of the 
return flow of currency which continued to take place till 
July, 1922 But some gold also reached the reserve accounts 

of member banks in the first eight months of 1922 The 
figures of reporting member banks m leading cities support 
this conclusion, for they show a reduction in rediscounts of 
122 million dollars in 1922, and at the same time an increase 
in reserve accounts of 160 millions. Prices rose rapidly 


Average daily holdings of discounted bills by the twelve Federal 
Reserve Banks were 

In May, 1920 $2,537,000,000 

In December, 1921 1,185.000,000 

In September, 1922 416,000,000 

Annual Report of the Federal Reserve Board, 1925, p 58 

Average daily amount of members’ reserve accounts at the twelve 
Federal Reserve Banks were 


In December, 1921 
In September, 1922 
Total deposits were : 

In May, 1920 
In December, 1921 
In September, 1922 

Annual Report of the Federal Reserve Board 


$1,673,000,000 

1.811.000. 000 

. 1,811,000,000 

1.755.000. 000 

1.866.000. 000 
, 1925, p 58 


Testimony of Governor Strong of the Federal Reserve Bank of New 
York before the Banking and Currency Committee of the House of Repre- 
sentatives Hearmgs on H R 7895, Part I, p aoQ 
Cf Chapter III, pp 68-71 
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throughout 1922, and the commercial situation became so 
unhealthy and speculative, that the Open Market Committee 
of the Federal Reserve System was formed and a definite 
open market policy imtiated The execution of this policy 
did not materially afiect the total amount of reserve credit 
in. use in 1922 and 1923, and was not a great factor in 
preventing gold imports from havmg inflationary effects It 
did, however, have a distinct bearing on the sterlmg- 
doUar exchange rate, which will be fully discussed in the 
following chapter 

Another element, however, did enter into the situation 
which distinctly modified the effect of gold imports upon the 
The Use of Credit Structure of Amenca This was an 
increased demand for currency which began to 
creased Cur- develop in October and November of 1922 
rency Demands During the period of deflation very large 
returns of currency had been made to the Reserve Banks 
as hand to hand needs reached a minimum In 1922, 
however, demand for currency began to revive, and in the 
latter part of that year gold importing banks began to 
use gold to meet the increased demand for circulation 
It wih be seen by reference to Chart VII that the large 
additions to the total money m circulation dunng 1922 
and 1923 were not repeated m later years, and were not far 
from the amount of gold imports during those two years, 
namely I532 million As changes in the amount of money 
and credit in circulation are admittedly one of the elements 
entering into the determination of the general pnce level, 
the bearing of this use of gold upon the general problem 
faced by England in la5n.ng the foundations for a return to 
a gold standard is obvious. 

Now the effect of using gold imports to finance a demand 
for currency, hke the use of gold to pay off rediscounts, 
was to cancel the inflationary effects of such imports The 

Testimony of Governor Sitong— Hearings on H R 7895, Part I, p. 
especially Chart A, p 331, "which shows that additions to reserve 
credit through open market policy -were offset by repayment of borrowings 
and vice versa The reserve accounts of member banks in leading cities 
declined slightly in 1923 

Federal Reserve Board. Annual Report, 1924, p 8 
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^ secretary of the Treasury, 1926. p 95 Federal Reserve Notes Aimual Report 

01 the Federal Reserve Board, 1936, pp 44-5 Total Money m Circulation ■ Federal Reserve Bulletin ^ 
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additions to the means of payment in circulation resulting 
from gold imports and an increased currency demand taken 
together were no greater than those which would have 
resulted from the increased currency demand alone This 
paradox is resolved at bottom because of the difference in 
the effect which gold imports have when they reach member 
bank deposit accounts with the Federal Reserve Banks, 
and when they do not reach these accounts If we consider 
first the case in which gold imports are made while in- 
debtedness to the Federal Reserve Banks is small, as was 
the case late m 1922, and assume no demand for increased 
currency to be present, it is qmte clear that these gold 
imports would finally be lodged with the Federal Reserve 
Banks, and further, that the proceeds would be used by 
member banks as a basis for credit extension, since it is 
the business of banks fully to employ their funds Now the 
effect of an import of gold, hke that of any commodity, is 
to cancel credit created to finance exports in the ratio of 
I I,®* but since the effect of an increase in member bank 
credit with the reserve bank is to increase credit in circulation 
in a much larger ratio, the net effect is inflationary 
The provision of new currency by the issue of Federal 
Reserve Notes is also an operation which increases the amount 
Provision of of purchasing power in circulation, in accord- 
New Cunency ance With the elastic provisions of the Federal 
Absence of Gold Reserve Act. If, for example, depositors of mem- 
imports ber banks in agricultural districts and others 
are in need of more currency, they withdraw the amount 
needed from their deposits in cash, or borrow and take the 
proceeds of their loans in cash In order to get the notes 
to meet this demand the member banks are obliged to borrow 
from the Federal Reserve Bank of their district,^® and take 
the proceeds of their rediscounts in the form of notes The 
transaction may be presented m the form of debit and credit 
items on the books of a member bank For the sake of 
simphcity we shaU assume tiiat the whole process is earned 
through by the same bank. While this is, of course, not 

Cf discussion. Chapter IV, pp 97-99 

Federal Reserve Board, Annual Repovt, 1924, p 9 
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literally true of any one bank, it is true of all the member 
banks taken together, which is what is of interest here. 
The balance-sheet changes of the assumed member bank 
would be as follows : 

Debits. Credits. 

I. Loans and discounts — m- 2. Deposits — increased by loan 
creased by note of cus- i. 

tomer in need of currency 

3 Reserve account with Fed- 4 Rediscounts with Federal 
eral Reserve Bank — ^in- Reserve Bank — in- 
creased by rediscount creased 

5 Deposits — decreased by 6 Reserve account with Fed- 
withdrawal of currency eral Reserve Bank — de- 

by customer. creased by withdrawal 

of notes 

2 and 5, and 3 and 6 cancel out. 

The effects to be noted are 

I The deposit liabihties of the member bank are unchanged 
a Both its loans and discounts and its rediscounts with the 
Federal Reserve Bank are mcreased 

3 The deposit liability of the Federal Reserve Bank is un- 

changed, but both its earning assets and its note liability 
are increased 

4 The reserve ratio of the Federal Reserve Bank is decreased. 
5. The means of payment tn ctrculahon are increased. 

It IS obvious that this senes of operations has not the least 
relation to the volume of bank credit created to finance 
exports and in circulation at the time. When, however, 
the new additions are being made to the note circulation 
of the Reserve Banks simultaneously with an import of 
gold, a connection is estabhshed between these apparently 
unconnected things, and in this connection lies the solution 
of our paradox 

If the two inflationary tendencies are operative at the 
same time, the following situation arises. A member bank 
Provision of receiving gold from shippers abroad takes the 
gold to the Assay Of&ce, receives a Treasurer’s 
Time of Gold Check which it collects and for which it receives 
Imports deposit credit with the Federal Reserve Bank. 
At the same tune it credits the account of the shippers of 
the gold with the same amount. This bank credit does not 
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remain in the hands of those who have shipped the gold, 
for they have sold exchange agamst it It therefore finds 
Its way through the mechanism of the exchange market, as 
described in Chapter IV, mto the hands of creditors of the 
country from which the gold came, such as Amencan ex- 
porters If we assume, again for the sake of simplicity 
only, that these latter are customers of the gold importing 
bank, what has happened is that the gold importing bank 
which had a deposit habihty to the gold shippers before, 
has now a deposit liabihty to American exporters or others 
who have acquired claims abroad This set of bank cus- 
tomers are in the mam borrowers, because almost all export 
transactions are financed by the extension of credit either 
directly by banks, or through the biU market. They are 
now able to pay off these advances, and by so doing they 
remove from circulation an amount of member bank credit 
corresponding to the amount of gold imported Up to this 
point the transaction is the same as that previously descnbed 
But if at the same time the gold importing bank is ex- 
periencing a demand for new currency, it wiU be able to 
meet it without borrowing at the Reserve Bank It can draw 
out in the form of notes the addition to its reserve account 
made by the import of gold, and lend the notes to its cus- 
tomers without impainng its reserve ratio, because of the 
repayment of its advances made to exporters We have 
seen that the inflationary effect of additions to the currency 
made possible by rediscountmg at the Reserve Banks 
arises from the fact that these additions are made without 
decreasing the credit or deposit circulation. The use of gold 
instead of rediscounts to fiinance the additional note cir- 
culation does not avoid a net addition to the total circulation 
through the additional notes issued, but that is the only 
addition to the total circulation which takes place. The 
deposit credit first created m favour of the gold importers 
has been cancelled by transfer to American importers and 
the repayment of their loans, and the gold has been kept 

It must be remembered bbat non-governmental, i e commercial, 
shipments of gold are undertaken for exchange profit The transaction 
IS an exchange transaction prtmar%ly Cf discussion, Chapter XI 
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from the Reserve accounts of member banks and prevented 
from adding to the cash basis of credit 
If we represent the matter by a senes of debits and credits 
m the books of a member bank presumed to carry the whole 
transaction through from beginning to end, we get a picture 
of what was actually taking place in the reserve system as 
a whole in the latter half of 1922 and in 1923 The items 
would be as follows . 

Debit Credit. 

I. Reserve with Federal Re- 2. Deposits — increased by 
serve Bank — ^increased by credit of proceeds to gold 

deposit of gold. shipper 

3. Deposits — decreased upon 4 Deposits — increased by 
remittance of proceeds credit to account of 

abroad by gold shipper American exporters 

5 Deposits — decreased by 6 Loans and discounts — re- 

debit of account of Amer- duced by repayment of 

lean exporter to repay exporter 

advance 

2 and 3, and 4 and 5 cancel out, and up to this pomt the 
transaction has resulted in a change m the assets of the bank 
by a reduction of its loans and discounts and an increase in its 
reserve account with the Federal Reserve Bank The existing 
demand for currency, however, prevents this increase in the 
reserve account from being used to increase the means of pay- 
ment in circulation in a ratio of more than i to i 

7 Loans and discounts — m- 8 Deposits — ^increased by 

creased by new advance proceeds of loan — 7 

to finance increase in 
currency 

9 Deposits — reduced by 10 Reserve account with Fed- 
withdrawal of currency eral Reserve Bank — de- 

by customer. creased by withdrawal of 

currency 

6 and 7, 8 and 9, and i and 10 cancel out 
The effects to be noted are 

I The member bank is m exactly the same position as when 
the transaction started The only thing that has 
changed is the nature of its loan account, which now 
contains a loan to finance an mcreased issue of notes, 
mstead of one to finance an export 
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2. The deposit liability and the earning assets of the Federal 
Reserve Bank are unchanged, but both its gold and its 
note liability are increased 

3 The reserve ratio of the Federal Reserve Bank is increased 

4 The means of pa3rment in circulation are increased 

only by the additional Federal Reserve notes outstand- 
ing 

5. The reserve reqmrements as well as the reserves of 

member banks axe unchanged 

6. Amencan exports are paid for with gold. 

Upon a broad survey of the use to which gold was put in 
the United States during the two periods 1920-1921 and 
Comparison of 1922-1923 a number of staking facts stand 
American Treat-out. If, as orthodox theory and the experience 
^xgzo-fgzx years before the war had led us to 

and m 1922- believe, the primary function of gold imports 
IS to increase or decrease the cash basis of 
credit withm a country, then during both these periods gold 
was so treated as to make it impotent to perform this 
function. It was during both periods, though in different 
ways in each, not permitted to reach the reserve accounts 
of the member banks of the Federal Reserve System As 
it did not directly influence these, it did not directly in- 
fluence the amount of bank credit in circulation which is 
based upon them In this sense gold may be said to have 
been sterilized. The treatment accorded to gold had, 
however, certain secondary effects which were not the same 
in the two periods During 1920 and 1921, as was shown 
in Chapter IV, gold imports were a brake upon the violence 
of the deflation of that period Great as that was, it would 
have been even greater without them In 1922 and 1923, 
as shown in this chapter, they made possible very large 
increases m hand to hand currency without a corres- 
ponding expansion of Federal Reserve credit. Gold im- 
ports throughout the entire period were not a disturbing 
influence, as they must be if the established principles of the 
old gold standard are to work out, but a steadying in- 
fluence in the American credit situation 
It is worthy of remark that this paradoxical result was 
not the result of pokey. It came about because under the 
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given circumstances the interested parties followed their 
own interest, and because the given circumstances were 
pecuhar When in 1924 neither a huge indebtedness to the 
central banking system nor a return flow of currency into 
circulation were present, gold imports again produced the 
effects predicated for them by the older analysis These 
considerations suggest some of the limitations of a gold 
stenlization pohcy ” and suggest a doubt as to whether that 
phrase can with accuracy be apphed to the treatment of 
gold in the United States from 1920 to 1923 
The influence of gold imports upon the price level in 
America in 1922 and 1923 was worked out, however ob- 
The Issue of scurely, through the channels already suggested. 
Gold Certifi- However great may have been the success with 
cates which they were deprived of inflationary effects 

on the price level, gold imports continually increased the 
reserve ratio of the Federal Reserve Banks themselves By 
December, 1921, this was already 71 8 per cent for the system 
as a whole and was steadily increasing This led to two 
things — ^the adoption in March, 1922, of a policy of putting 
gold certificates into circulation, and a common mis- 
apprehension of that policy It has not infrequently been 
said that the United States “ sterilized " gold imports by 
puttmg gold into circulation It is worth while to pause 
a few moments to point out why this statement is fallacious 
before passing on to the reasons for the gold certificate 
pohcy.*® If the statement referred to the use of gold im- 
ports to finance a demand for currency it would be sub- 
stantially true. But when used to refer to the issue of gold 
certificates, as has been quite often the case, it is wholly 
inaccurate The Federal Reserve Banks may issue gold 
certificates at any tune when their own balance sheet makes 
it legally possible and when considerations of pohcy make 
it desirable ** Much of the actual gold bulhon in the Umted 

" In Marcli, 1922, the Treasury and the Federal Reserve Banks 
inaugurated the policy of paying out gold certificates with other forms of 
money in the ordinary course of business ” Annual Report of the Secretary 
of the Treasury, 1926, p 95 

Cf Burgess, W Eandolph, op ctt , p 257 
** Section 14 of the Federal Reserve Act, empowers the Federal 
Reserve Banks " to exchange Federal Reserve Notes for gold certificates ” 
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States IS held by the United States Treasury, and is repre- 
sented by gold certificates in the hands of its real owners. 
At the close of the war the bulk of the gold held by the 
Federal Reserve Banks was in this form, and the additions 
to their stock which we have been describing were in this 
form also.^^® There is a very large flow of currency in and 
out of the Federal Reserve Banks every day And these 
banks are at liberty to ship and pay out gold certificates while 
receiving Federal Reserve Notes if by so doing their balance 
sheet does not reflect a reserve lower than the legal ratio 
This affords a ready means by which the Federal Reserve 
Banks may put gold certificates into circulation The 
operation affects the character hut not the total amount of 
currency m circulation It does, however, affect the reserve 
ratio of the Federal Reserve Banks, for it reduces both 
assets and liabilities in equal amounts An equal reduction 
in gold held and in note habihty reduces the reserve ratio 
if at the time the change is made this ratio is less than 
100 per cent This method of putting gold into circu- 
lation is obviously quite mdependent of whether at the time 
additions are being made to the total amount of currency 

Testimony of Governor Strong before the Royal Commission on Indian 
Currency and Finance, in May, 1926, Vol V, p 308 

" At the Federal Reserve Bank of New York we receive on deposit 
everyday from the Banks something like 20 millions of paper money, 

and we pay out in round figures about 20 miUion dollars of this paper 
money We also receive every day through the mail and by express 

from out of town banks in our district on the average about 500 ship- 
ments of paper money, and we ship out to our Member Banks about 500 
shipments of paper money ” Ibid,-p 307 

*’ Thus 



Gold and Gold 

Note and 
Deposit 

Reserve 


Certificates 

Liabilities 

Ratio 

A 

. 100 

100 

100% 


10 

10 


B 

~90 .. 

■90 

100% — ^no change 

A 

80 

100 

80% 


10 

10 


B 

70 

90 

77% — ^reduction of 3% 

A , 

40 

100 

40 % 


10 

10 


B 

io 

90 

33% — ^reduction of 7% 


A Before issue of ten gold certificates 
B After issue of ten gold certificates 
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m circulation or whether gold is being imported- If gold 
certificates are issued to meet a demand for new currency, 
however financed, the effect is stiU in the same direction, 
namely, to keep down the reserve ratio of the Reserve 
Banks. For if gold certificates are issued against redis- 
counts the effect on the balance sheet of the Federal Reserve 
Banks is to leave the deposit habihty unchanged, but to 
increase earning assets and decrease gold held It is a 
change in the form of the assets of the Reserve Banks which 
involves a reducUon in the reserve ratio. This reduction in 
the reserve ratio is greater than that which, as was shown 
on page 147 above, would have taken place if Federal 
Reserve notes had been issued If, on the other hand, the 
new additions to the circulation were financed by gold 
imports, and were made in the form of gold certificates, the 
balance sheet of the Reserve Banks would be unchanged 
That IS to say, the increase in the reserve ratio that would 
have followed if Federal Reserve notes had been issued as 
shown on page 150 would have been avoided 

The entries that would follow the issue of gold certificates against 
rediscounts on the books of the Federal Reserve Banks would be as follows 

Debits Credits 

I Discounts — ^increased by ad- 2 Deposits — ^increased by proceeds 
vance on member bank's note of i 

3 Deposits — decreased by charge 4 Gold — ^reduced by issue of gold 
for gold certificates delivered certificates 

to member bank 

The deposit liability remains the same, but the reserve ratio is decreased 
The entries in the books of the Federal Reserve Banks which would 
follow the issue of gold certificates while gold was being imported into 
the country, would be as follows 

Debits 

I Deposits — decreased by Treas- 
urer's cheque drawn to pay 
for gold at the Assay Office 
3 Gold — increased by deposit of 
Treasurer of the United States 
with the Gold Settlement 
Fund at Washington 
5 Deposits — decreased by with- 
drawal of gold certificates by 
member bank 

The balance sheet and the reserve ratio remain unchanged as all items 
cancel out 


Credits 

2 Deposits — ^increased by credit of 
proceeds of cheque i to gold 
importing bank 

4 Deposits — ^increased by credit of 
3 to account of the Treasurer 
of the Umted States 

6 Gold — decreased by issue of gold 
certificates 
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It is at once apparent from an examination of Chart VII 
that the issue of gold certificates had a very great efiect 
upon the composition of the American monetary circulation, 
but none upon its total amount. The transaction taken as 
a whole was essentially a restoration to circulation of 
gold certificates gathered mto the hands of the Federal 
Reserve System at the beginnmg of the war.®® Its in- 
fluence upon the credit structure of the United States was 
confined to the fact that it reduced the reserve ratio of the 
Federal Reserve System, or at least prevented it from rising.®^ 

As the issue of gold certificates did not, and was not 
designed to, aflect the American price level, and did not 
Purposes of the greatly help or hinder the great 

Issue of Gold process by which the foundations for a return 
Certificates ^ standard were laid, it wiU not be 

touched upon again. Before leaving it, however, the reasons 
which led to its adoption may be given These were stated 
by Governor Strong in his testimony before the Royal 
Commission on Indian Currency and Finance in May, 
1926, to be : 

s® Over $700,000,000 of gold certificates gathered into the Federal 
Reserve Banks at the beginning of the war were restored to circulation, 
and about $100,000,000 additional issued between November, 1922, when 
the policy was inaugurated, and the middle of 1926 Evidence of Governor 
Strong before the Royal Comimssion on Indian Currency and Finance, 
1926, Vol V, pp 307, col I, and 308, col 2 

The reserve ratio of the twelve Federal Reserve Banks combined 
during 1921, 1922 and 1923 were as follows 

Average Daily Figures 



1921 

1922 

1923 

January 

45 7 

74 7 

750 

February 

48 I 

769 

76 1 

March 

50 2 

776 

75 7 

April 

538 

776 

76 0 

May 

564 

776 

75 9 

June 

591 ! 

778 

767 

July 

61 7 

782 

764 

August 

65 2 

79 7 

776 

September 

674 

78 0 

764 

October 

694 

767 

76 I 

November 

71 7 

76 I 

763 

December ... 

71 8 

73 5 

75'0 
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I. Fear that people would discnminate against Federal Reserve 
notes in favour of gold certificates as the latter became 
rare 

2 To avoid inflationary agitation which might be encouraged 

by the existence of a very high Federal Reserve ratio- 

3 To prevent the people from becommg habituated to a very 

high ratio, and therefore from becommg alarmed if this 
were later reduced by a redistribution of gold — in other 
words, to reduce the “ apprehension point ” 

4. To fix the amount of gold in circulation and therefore 
permit changes in the country’s gold supply to be re- 
flected in changes in the Federal Reserve Banks’ gold 
holdmgs. 

Of these reasons, the fourth was given by far the greatest 

weight.®^ 

The course of American prices during the years 1922 and 
1923 was distinctly favourable to the pound sterling. The 
American increase of 15 per cent in the American price 
Prices 1922 and level from 138 to 159 which took place between 
January, 1922, and March, 1923, was of the 
very greatest importance in the development of British 
policy in regard to gold It took place for the most part in 
the first part of 1922,®® that is to say, during the months 
when gold was being treated in the United States more 
nearly in the manner usual before the war than at any time 
since the unpegging of the sterhng-doUar exchange The 
increase in the American price level was also an important 
factor in influencing the course of the sterlmg-doUar ex- 
change during these years, to the study of which the next 
chapter is devoted. 


Testimony of Governor Strong, op ci# , p 308 
The all-commodity index numbers of "^^olesale Prices of the United 
States Bureau of Labor Statistics dunng 1922 and 1923 were as follows 


January 

1922 

138 

1923 

156 

July 

1922. 

• 155 

1923 
• 151 

February 

141 

157 

August 

• 155 

. 150 

March 

142 

159 

September 

153 

154 

April 

143 

159 

October 

• 154 

153 

May 

14S 

156 

November 

156 

153 

June 

150 

153 

December 

156 

. 15X 



CHAPTER VII 


THE STERLING-DOLLAR EXCHANGE-MARKING 
TIME 

The year 1932 proved to be, in the event, the middle point 
in time in the process by which England returned to a gold 
standard after the war It was a turmng-point in many 
ways The most glaring of the abnormalities m the realm 
of international finance to which attention has been directed 
A Turning- disappeared or promised soon to disappear. 

Point in the The long-delayed adjustments in South Africa 
Return to Gold necessary to keep up the supply of new gold 
were made early in the year Gold began to flow more 
nearly in its accustomed channels As has been descnbed 
in the preceding chapter, it seemed at last to be exercising 
inflationary effects upon the American price level ^ — a 
result planned and hoped for in England, and m many 
quarters confidently expected ^ The unbalanced condition 
of international trade, especially between Europe and 
America, was fast being replaced by a more equal and there- 
fore more normal interchange of values.® The unprece- 
dented deflation necessary after the collapse of the post-war 
restocking boom had been sternly carried out The British 
budget had been balanced In addition, the political and 
economic situation on the Continent was becoming a little 

^ The American price level rose about 15 per cent between January, 
1922, and March, 1923, while the English price level remained stationary 

* For example, the following passage first published in September, 1922, 
occurs in Mr R G Hawtrey's Monetary Reconstruchon, p 147 " Further 

deflation is out of the question, and all we can do is to stabilize our cur- 
rency at its existing purchasing power till the redundant supplies of gold 
now in America have brought down the commodity value of file dollar to 
the corresponding level " 

® Cf discussion of meaning to be attached to the expression " a well- 
balanced international trade,” in Chapter V, p 114 
156 
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more hopeful At the International Financial and Economic 
Conference finally convened at Genoa on April 10, 1922, 
the economic problems of reconstruction were given a more 
objective and constructive consideration than had been 
politically possible before that time. Stock was taken of 
the road already travelled and of the journey yet to be made 
towards economic stabdity and peace in Europe The 
twelve famous resolutions of the Financial Commission of 
the Conference ^ declared not merely for a general return 
to the gold standard, but for the first time clearly envisaged 
and expressed the ultimate objectives which the establish- 
ment of that standard might achieve In their emphasis 
upon the desirability of adopting a policy that would lead 
to the stabilization of the value of gold, the Genoa 
Resolutions declared not for the old, but for a new gold 
standard 

Although it was much to have broken down some of the 
fundamental obstacles to currency stabilization in England, 
to have begun to restore a better balance in international 
trade, and to have achieved a certain measure of agreement 
on the Continent as to ultimate objectives, yet very great 
problems stiU remained unsettled at the time of the Genoa 
Conference Chief of these were the Reparations problem 
and the problem of inter- Alhed debts Even if the settled 
policy of Great Britain with regard to the pound had not 
been to return to the gold standard at the old parity with 
the dollar, and at no other, stabilization at some lower par 
at the tune of the Genoa Conference ® would have been 

*■ Cmd 1667, pp 60-2 Pari Papers 1922, Vol XXIII, p 475 
® At the time of the Genoa Conference Mr J M Keynes marshalled 
the arguments for and against the revalorization of depreciated currency 
units At the head of the arguments against revalorization he placed the 
following 

“ If the currency of a country can be restored to its pre-war gold 
value, such restoration is felt to enhance greatly that country's financial 
prestige ” 

He then made the following characteristic comment on the possibility of 
devaluation in England “ With tide bankers of the City of London this 
argument, or rather this sentiment, is likely to weigh so heavily, even so 
much more heavily than it ought, ihat it will almost certainly prevail 
to the extent of giving the Bank of England at least a year’s grace to try 
the policy of restoration But if success is not attained within a year 
from now, arguments to the contrary may obtain a hearing ” Manchester 
Guardian, " Reconstruction in Europe,” Section i, April 20, 1922, p 3 
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precanotis as long as these great questions remained un- 
settled It must for ever remain a doubtful speculation 
as to whether any stabilization measures that could have 
been taken at that time could have made the pound sterling 
strong enough to withstand the kind of pressure that was, 
m fact, brought agamst it m 1922 and 1923 as a result of 
purely political developments. 

This study, however, is concerned not with considerations 
of what might or ought to have been, but with an analysis 
The Prospect of actual course of events The story of 

Continued the sterling-doUar exchange will, therefore, be 
iSSfaWe where it was left at the close 

Beginning of of Chapter V The steady rise of sterling, the 
beginning of which in August, 1921, was there 
described, was not interrupted until March 8, 1922 At that 
time the rate reached 4 43 Rapid as the increase in the 
value of the pound had been, it had not brought the exchange 
rate into any marked disharmony with the relative pur- 
chasing powers of the two currencies The purchasing 
power panty calculated by the aid of the Statist and Bureau 
of Labor Statistics index numbem showed the pound 
shghtly undervalued by the rate of exchange, and that 
calculated by the aid of the Federal Reserve Board index 
numbers showed the pound slightly overvalued by the rate 
of exchange for January and February, 1922 ® But the 
market was a very narrow one, quite unable to withstand 
any sudden and substantial offer of sterling. When, for 
example, the support given to sterling by gold shipments 
was interrupted in March, 1922, as a result of the Revolution 
in the Rand of the previous month, and at that same time 
there was some realization by Americans of heavy specu- 
lative purchases of European securities made earlier in the 
year,’ the market gave way easily In one week in March, 
sterling lost 3 6 per cent of its value Recovery, however, 
was rapid, and even though gold shipments to America 
were not resumed on the same scale as before, due to the 

® See footnote on page 159 

Samuel Montagu & Co , JF oretgn Exchange Letters, March 9 and 16, 



The SterUng-Dollar Exchange — Marking Time 159 

revival of Indian demand in the London bullion market, 
the general prospects for continued improvement in the 
rate following this one exceptional set-back were excellent. 
The heavy pa5mients due by the British Treasury to the 
United States during 1922 were provided for early in 
the year. Mr Winston Churchill in a speech made at 
Loughborough on March 4, made the explicit statement 
that, 

" Nearly £50,000,000 has to be paid m the present year to 
the United States and of that has already been transferred 

® The following purchasing power panty figures prepared by the Com- 
mission of Gold and Silver Inquiry, United States Senate, are given here 
for reference purposes 

Purchasing Power Parities 


Date 

Average 
Exchange Rates 

Statist and 
Bureau of 
Labor Indexes 

Federal Reserve 
Board Indexes 

1922 




January 

4 2248 

43049 

4 1431 

February 

4 3620 

44271 

43170 

March 

4 3757 

44017 

4 3286 

April 

44134 

44047 

4 3955 

May 

44461 

4 5297 

45563 

June 

44519 

4 5911 

46965 

July 

44464 

48047 

4 7757 

August 

44647 

49624 

4 8718 

September 

44307 

49638 

49146 

October 

4 4385 

4 8981 

5 0113 

November 

4 4799 

4 9619 

49203 

December 

4 6098 

4 9945 

4 8880 

1923 




January 

46546 

49619 

4 9043 

February 

4 6908 

49293 

4 8279 

March 

46957 

4 9599 

4 7781 

April 

46555 

4*9283 

47396 

May 

4 6257 

4 8981 

4 7086 

June 

4 6147 

4 9638 

46668 

July 

4 5S34 

49989 

4 6227 

August 

4 5603 

49658 

4 7153 

September 

45422 

49964 

48336 

October 

45237 

4 9638 

4 7956 

November 

4 3S22 

4 7419 

46392 

December 

43601 

47103 

44771 


Commission of Gold and Silver Inquiry, United States Senate, o* c%i 
Vol I, pp 456-7 
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to the other &%de of the Atlanhc awaiting the moment when pay- 
ment will be due.” ® 

The movement of the merchandise balance of trade was also 
favourable to the pound If specie is included, the mer- 
chandise balance of Great Britain was actually favourable 
for the first quarter of 1922,* while in March, for the first 
time since 1914, the merchandise balance of the United 
States was adverse The sharp decline in prices both m 
England and America during 1921 had been of great benefit 
to the pound in relation to the dollar, because of the greater 
importance of imports as compared to exports in the direct 
trade between England and the United States In fact, 
the improvement in the merchandise trade balance of 
England was due less to changes in the volume of her 
imports than to changes in pnces and in the exchange rate 
itself Extremely abnormal adverse balances in the visible 
balance of trade, therefore, no longer contributed to disturb 
the total balance of payments in 1922 Moreover, in the 
first half of that year there was a steady growth in the volume 
of new loans placed m New York by foreign countries,^® 
part of the proceeds of which was undoubtedly used to 
settle balances which would otherwise have been paid through 
London The dollars remaining over from these and earlier 
loans, coupled with some additional financing in Amenca, 
were amply sufficient to take care of the demand for dollars 
which appeared m May in anticipation of autumn exports 
from America. 

To these favourable conditions must be added some 
strengthening of the sterlmg-doUar rate early in May as a 
result of the favourable conclusion of the Genoa Conference, 
but it is noteworthy that, unlike previous International 
Conferences, the gathenng at Genoa did not give rise to 
great speculative activity 

In spite of the diversion of gold to India, therefore, the 

® The London Times, March 6, 1922 

® Cf Table 12, Chapter IX. p 215 

New capital issues (exclusive of refunding issues) placed by foreign 
borrowers in the United States during the first six months of 1922 were 
$523,698,000 as compared to $584,215,000 for the entire year, 1921 
Federal Reserve Bulletin, September, 1922, p 1028 
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sterlmg-dollar exchange market remained fairly firm during 
the first SIX months of 1922 Yet by June and 
S?Ad?aSSm July of that year the pound began to be sig- 
sterhng by the nificantly undervalued by the sterhng-dollar 
Crisis!^juii?to rate because of the very rapid nse in American 
September, pnces It appeared probable that an ad]ust- 
ment m trade similar to the kind described in 
earher chapters would take place that would lead to higher 
rates when the summer and early autumn pressure was 
over. But the normal development of the situation was 
again mterrupted by the uncertainties of European politics 
From June to September, 1922, the sterhng-dollar rate was 
powerfully affected by strong and contradictory influences, 
chief of which was speculative buymg and selling resulting 
from the outbreak of a new crisis over German Reparations 
During the period when the Genoa Conference was being 
prepared for and finally held, a crisis was rapidly being 
The Efiect on reached in the matter of German Reparations 
sterling of the On March 21, 1922, the AUied Reparations 
SSrarTinter- Commission laid down certain conditions, upon 
national Loan fulfilment of which a partial moratorium would 
to Germany granted to Germany for 1922 Germany 
took the position that these conditions could not be met, 
but the Reparations Commission in a note dated April 13, 
although adopting a somewhat more concihatory tone, 
firmly insisted on their fulfilment. meanwhile, 

in accordance with a decision taken on April 4,1* an expert 
committee of bankers appointed by the Reparations Com- 
imssion was considering the possibility of granting a foreign 
loan to Germany. This Committee, as the date of expira- 
tion of the ultimatum of the Reparations Commission 
approached, advised Germany that acceptance of its terms 
would be a prerequisite of further consideration of a foreign 
loan 15 On May 28 Germany agreed to comply with the 

Cf. Note 6 

Cf Chapter III, p 6i and Chapter V, p 115 

Bergmann, Carl, The History of Reparations, London, 1927, pp 
Commercial and Financial Chronicle, April 15, 1922, p. 1589 

Bergmann, op cit,, p 125 
i®I6td„p 133 
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terms of the Reparations Commission, which had m some 
respects been modified in the interval, on condition of a 
foreign loan being granted, and on May 31 the Reparations 
Commission granted a provisional moratorium to Germany 
for 1922 The prospect of the payment of a large inter- 
national loan to Germany amounting to a billion dollars 
appeared bnght Speculative buying of sterling began 
immediately and during the next week earned the rate up 
5 points to 4 50 But durmg the first week of June the 
Committee of Bankers requested authonty to include in 
their recommendation for a new loan alterations m the 
annual obligations due from Germany for Reparations. 
This authority was granted on June 7 by the Reparations 
Commission, but over the adverse vote of France The 
opposition of France and the lack of suitable secunty from 
Germany caused the Bankers’ Committee to report adversely 
to the proposal for a loan on June 10 Immediately the 
sterlmg-dollar rate fell off. It reached 438^ on June 20 
and remained unsettled for the rest of the month 
The Reparations negotiations continued to have an 
important influence upon the sterlmg-dollar exchange 
market during the following months, but there was some 
recovery in the rate in July and August, due to the entrance 
of two special factors into the situation. In June, at the 
most opportune moment, there was a resumption of gold 
shipments to New York which continued to lend support to 
the exchange till Indian demand for the metal again stopped 
them in September In addition, the outbreak of a coal 
strike m America lent unexpected support to the pound 
sterling, for it caused heavy American purchases of Welsh 
coal and English pig-iron But the depressing effects of 
the Reparations crisis reasserted themselves upon the con- 
clusion of peace in the American coal industry in September. 
A momentous conference was held in London between the 
British and French premiers in August on the question of 

Ibid , pp 130-32, 

^’’Ihld.lp 135 

Ibid , pp 137-8 

Samuel Montagu & Co , Foreign Exchange Letter, August 2 and 17, 
1922. 
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granting a moratorium to Germany on Reparations pay- 
ments This broke down completely on August 

The Deadlock ,<• -ii-i ,-i 

on the Question 14 , Without agreement of any kind, leaving the 

of a German position of England for, and of France against, 
Moratonum ^ moratorium unchanged Considerable buy- 
ing of dollars in London for Continental account and 
transfer of Continental balances to New York immediately 
followed, and as soon as the special support from New 
York ]ust described was withdrawn these purchases de- 
pressed the market. September was, as usual, a month in 
which there was a normal seasonal demand for sterhng to 
finance commodity movements While for all these reasons 
pressure upon sterhng was heavy in September, there was 
one further important result of the Reparations situation 
unfavourable to the pound which still remains to be men- 
tioned. That was the shutting off of the supply of American 
loans to European Governments, which had been so hberally 
granted during the first part of the year No loans whatever 
of this type were floated in New York m August, 1922 It 
is not surprising, therefore, that after rising to 4 48 on August 
21, the sterling rate fell off agam m September to a low point 
of 4 36I at the end of that month It is, in fact, remarkable 
that the pound remained as steady as it did at a time when 
the Continental exchanges were experiencing the most 
violent fluctuations This steadiness must be attributed 
in part to the rather unusual combination of circumstances 
]ust described, and in part to the strength of the underlying 
factors 

While the pound was just holding its own during the 
summer and was suffermg a dechne of 12 points in Septem- 
Ehmination of American price level continued to rise. 

Reparations as while the Enghsh pnce level remained steady 
^e^Sterhng^ As a result, the undervaluation of the pound 
Dollar Ex- became mcreasmgly marked, and for September 
change Market calculated purchasing power parity was 12 
per cent above the average of actual daily rates, nearly 
as great an undervaluation as that of February, 1920 By 

The catastrophic decline in the German mark began in Tune, 1922. 

Cf Note 6 
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the beginning of October, however, this undervaluation 
began to disappear as the sterhng-dollar rate entered upon 
a substantial advance As a result of prolonged negotiations 
in which England played a responsible and a constructive 
role, the Reparations problem was temporarily ehminated 
as a factor in the sterhng-dollar exchange market. The 
course of these negotiations was briefly as follows • on 
August 31 the Allied Reparations Commission reheved 
Germany of the obligation to make further Reparations 
payments in cash in 1922 Germany and Belgium were 
left to negotiate the terms and conditions on which the 
latter would accept from Germany six months’ Treasury Bills 
in payment of her priority Reparations claims m lieu of cash, 
and the security to be placed behind such bills. The 
German-Belgian negotiations, begun on September 6, were 
concluded on September 19, after Germany had made 
arrangements whereby the Bank of England agreed to dis- 
count the bills offered to Belgium In this way a temporary 
accommodation of the Reparations problem was reached. 

While the great cause of disturbance was thus being 
ehminated, other factors favourable to the poimd entered 
The Reasons the Situation One of these was an increase 
R^s^SnS’^'^ of confidence in the British pound which was 
Pound to 4 72 in greatly strengthened by the actual payment by 
February, 1923 Great Britain to the American Treasury of 
$50,000,000 on October 16 and $50,000,000 on November 

22 It was as a result of this arrangement that the additions to the 
American gold supply from the reserves of the German Reichsbank men- 
tioned in Chapter VI became possible This aspect of the matter is com- 
mented upon by Messrs Samuel Montagu & Co in their Foveign Exchange 
Letter of September 21, 1922, as follows 

" Belgium and Germany have arrived at an agreement whereby the 
former has accepted in lieu of cash payments, Germany Treasury bonds 
payable in six months in gold, and endorsed hy the Rezchsbanh Press 
reports state that on receipt of these bonds Belgium will transmit them 
to the Bank of England which has an engagement with the Reichsbank 
to discount them The State could not touch the gold reserve of the 
Reichsbank because the Allies had insisted that the Reichsbank must 
be independent The reserves of the Reichsbank can legitimately be 
employed to liquidate Its liabilities, and while the terms which Herr Haven- 
stein has made with the Bank of England have not transpired, it may be 
noted that our Central Institution holds on deposit 50 millions of gold 
marks belonging to the Reichsbank ” 

For a chronological account of the negotiations, see the Commercial and 
Financial Chromcle, September 30, 1922, p. 1478. 
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15, 1922 Although the accumulatioii of the balances had 
been made earlier, 2 ^ yet the actual payment of these large 
sums by Great Britain at a time when confidence in other 
European countries was at a low ebb had an undoubted 
effect upon the attitude of the market towards the future 
of sterling This feehng was strengthened by the progress 
and final successful conclusion of the negotiations for the 
funding of the British war debt to America But the real 
causes of the nse m the value of the pound lay in the course 
of prices and therefore in the course of trade The trans- 
formation in the relation of the Enghsh and American price 
levels during 1922 is shown by the index numbers of whole- 
sale prices in the two countnes as follows * 

All-Commodity Index Numbers 
January, 1922 December, 1922 

America (Bureau of Labor 
Statistics) . . 138 156 

England (Statist) . . 156 152 

British imports in the fall of 1922 were on a restricted scale 
The same was true of American exports, relative to previous 
years. Though the excess of American exports over imports 
was still large in absolute figures for the whole year 1922, 
yet the invisible trade balance adverse to the Umted States 
was more than sufficient to offset it The capital issues and 
other credits arranged for foreign account in America in 
1922 were not only large enough to offset the current favour- 
able visible trade of the year, but to refund a large part of 
the unpaid accounts owed by foreign countries to the United 
States at the openmg of the year 25 All of these circum- 
stances were favourable to the pound When once the 
pressure of the special disturbing factors which followed the 
crisis over Reparations were removed, they were not slow 
in bringing back the rate to higher levels From 4 36^ at 

The New York Times, October 17 and November 16, 1922 
** For example, there was evidence in October that Amencans were con- 
centrating their European balances in London, as indicated by the simul- 
taneous fall in the value of the franc an d rise in the value of tiie pound 
in terms of dollars Samuel Montagu & Co , Foreign Exchange Letter. 
October 19, 1922 

Williams, John H , " The Balance of International Payments of the 
United States,” Harvard Remew of Economic Statistics, October, 1923, 
p. 279. 
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the close of September, 1922, the pound sterling rose without 
interruption till it reached 4 72 in February of 1923. Even 
at this high quotation the pound was still undervalued, for 
at that time the English price level was no longer above, 
but a little below the American price level Those who 
had taken the position in England that gold inflation in 
America would solve the problem of the return to the old 
parity appeared about to be justified by the event But 
once more the aftermath of war in Europe changed the face of 
events, for on January 10, 1923, France occupied the Ruhr. 

The improvement m the rate which had been so steady 
and so great as to arouse hopes in many quarters of an 
The Decline in return to parity was not sustamed. 

Sterling During From February to September, 1923, the pound 
theRuhf^^^^^ lost ground steadily During these months 
the shadow of the struggle in the Ruhr hung 
like a pall over the sterling-dollar exchange market . Dealers 
refused to take a position on either side of the market till 
some decision of this momentous question had been reached. 
Speculators concentrated their attention upon the Con- 
tinental exchanges The sterling-dollar exchange was stag- 
nant and in neglect Dunng the greater part of this period 
there was little seasonal demand for dollars, and the routine 
business of the market was restncted Had not the under- 
lying conditions been favourable as outlined above, the rate 
would probably have fallen even more rapidly, for in the 
narrow market the adverse influences which were present 
became more than usually significant The extreme un- 
settlement in the pohtical affairs of Europe during the 
Ruhr struggle discouraged the flotation of European loans 
in the United States, 2® while by May, 1923, the dollar ex- 

The influence of the Ruhr invasion upon American lending to Europ- 
ean borrowers is shown by the following figures of the principal foreign 
issues floated in the United States during 1922 and the first half of 1923 
New Foreign Capital Issues (exclusive of Refunding) Sold in the 
United States 

_ _ European Total 

Janua^-June, 1922 $196,795,000 $548,844,000 

July— December, 1922 32,200,000 201,113,000 

January-June, 1923 25,375,000 192,536,000 

Pedieral Reserve BulleUn, September, 1923, p. loi^ 



i68 England and the New Gold Standard : 1919-1926 

change left over from the issues of 1921-1922 appears to have 
been about exhausted ^7 At the same time European 
purchases of American securities were continuous and on a 
large scale. It was the general impression of the financial 
community as early as March, 1923, that a considerable 
part of the new European issues floated in New York in 
1922 were being returned to Europe 2 ® In addition, British 
investors began to repurchase the American securities sold 
during the war under the various schemes already referred 
to for supporting the dollar exchange There were two 
reasons for the purchases quite apart from lack of con- 
fidence in the future of European economic life, and desire 
to get funds invested safely m the Umted States The 
first was the improvement m the sterlmg-doUar exchange 
rate itself It has been repeatedly noted above that a rapid 
fall in the rate brought about a security movement tending 
to check the fall, and now an improvement in the rate 
brought about an opposite movement tending to check 
the rise More important was the fact that a very much 
better yield could be obtamed by the purchase of securities 
in New York than by the purchase of securities in London 
This was m the mam due to the discrepancy m money rates 
in the London and New York markets During the spring 
and summer of 1923 money was extremely easy in London, 
while at the same time a pohcy of dear money was being 
put into effect by the Federal Reserve Banks m the United 
States to check the nse of prices and speculative activity 
which had developed m 1922 In the case of European 
dollar loans, however, the attractiveness of the yields to 
European purchasers was not whoUy accounted for by differ- 
ences in money rates, but was, in fact, due to the unwilling- 
ness of the American investmg public to absorb foreign 
securities, except on a very high yield basis relative to 
domestic securities In addition, the discrepancy in money 
rates between London and New York was sufficiently pro- 
nounced to draw a large volume of loanable European funds 


Samuel Montagu & Co , Foretgn Exchange Letter, May 3, 1923 
Ibid , March, 22, 1923 
Ibid , March 22, 1923, 
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to New York for short-term employment m spite of the 
possibility of exchange loss 

While these security and money movements were bringing 
a steady pressure to bear on the sterling-doUar rate, the 
British Government was accumulating Liberty Bonds in 
preparation for payments on its debt to America in accord- 
ance with the definitive debt-funding agreement negotiated 
in January and signed on June 19, 1923. Gold, however, 
again came to the support of the pound The gradual fall 
in the sterling-dollar rate, with the resulting rise of the price 
of gold m London, once more restricted Indian demand for 
the metal to “ normal,” and as a result gold shipments 
began to move to New York in April, 1923 This, combined 
with the more normal course of trade and the refunding of 
a large part of the unfunded trade balance of the United 
States which had taken place m 1922, contributed to the 
strong undertone present throughout the Ruhr crisis in the 
sterhng-dollar exchange market 

Under the circumstances the sterlmg-dollar rate gradually 
dropped off from its high level of 4 72 m February to around 
The Market 4 5 ^ in July, offering httle resistance to sales 
Sh^enoutof of sterhng in London made for the general 

its Lethargy in , r 

September, purposes mentioned above or on account of 
1923 unfavourable European political news On 

July 5 the Bank of England raised its discount rate to 4 
per cent from 3 per cent in order to correct the relationship 
of money rates between the two markets The exchange 
was slow in responding, but when this action was followed 
by a favourable turn in negotiations between England and 
France over the Ruhr situation, the rate reacted to 4 5of 

In its issue of April 28, 1923, the Commercial and Financial Chronicle 
comments on the sterhng exchange as follows " There is no doubt that 
rates would have made a better showing had it not been for the large 
volume of loanable funds belonging to European interests which have been 
placed on the market here Purchases not only of Liberty Bonds but also 
of securities of private corporations have, according to reports, attained 
considerable proportions Funds are being attracted to this side by 
reason of the fact that call money in New York is still ruling at very close 
to 5 per cent , while in London it is in abundant supply at ij per cent ” 
Commercial and Financial Chronicle, April 28, 1923, p 1821 

Cf Chapter VI, p 135 

Cf Speech of Prime Minister Baldwin in the House of Comnaons on 
July 12, 1922, 166 Ii,C Deb 5s , pp 1584-87 
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These events, however, did not stir the market out of its 
inactivity, and it remained stagnant till September, when, 
for the first time in many months, it was shaken out of its 
lethargy by the earthquake in Japan This terrible disaster 
occurred dunng the first week of September, and was followed 
by large sales of sterhng exchange, partly due to the trans- 
fers of Japanese merchants anxious to build up balances in 
New York, and partly to sales in anticipation of the adverse 
effects that might be experienced in London, where most 
of Japan's financial business was conducted This event 
coincided with the development of acute difiiculties between 
Italy and Greece and the appearance on the market of large 
ofiermgs of cotton and gram bills. Under this combined 
pressure the pound fell to 4 5o| on September 5 Recovery, 
however, followed immediately, and when the long-awaited 
break in the Ruhr situation occurred with the abandonment 
of passive resistance by Germany on September 27, the way 
seemed at last cleared for a definitive resumption of the 
advance begun so promisingly a year before. 

But ]ust at this time there occurred a very remarkable 
combination of circumstances which drove the sterlmg- 
The Flight from dollar rate down, and which has sometimes 
the Pound been referred to by the expression “ the flight 
from the pound.” The extreme tension and nervousness 
fostered by the long struggle in the Ruhr had caused many 
people on the Continent and in England as well to transfer 
part of their possessions to the Umted States in the form 
of security investments and bank balances in New York. 
Many more who had not actually taken this step had the 
possibility of such action in mind Many investors in 
Continental and in Bntish securities who had never before 
admitted the idea that their capital could be more safely 
placed outside the limits of their own country had begun 
to inform themselves of the possibihties and the technique 
of making American investments. The psychology of the 
situation was such that any further serious blow to con- 
fidence in the future of the Continental and even of the 
British currencies was bound to have very grave conse- 
quences. Such a blow tp confidence was, in fact, struck 
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m a very unexpected way On October 9 the Minister of 
Labour, Sir Montague Barlow, delivered a speech at Stoke 
Bardolph in which he gave the Government’s position on 
Fear of infla subject of possible remedies for unemploy- 
tion and Loss ment This speech was expressed in such a 
suggest that the Government was 
considering currency and credit inflation as a 
possible remedy The undoubted fact that this was the 
interpretation given to this speech in many quarters was 
the primary cause of the loss of confidence in the pound 
sterling which followed ^3 The situation was not greatly 
improved by the statement of Prime Minister Baldwin at 
Plymouth on October 25, in which he vigorously denied that 
the Government was about to embark upon a policy of 
inflation, but qualified this denial by the further statement 
that it was not the intention of the British Government to 
pursue an active policy of deflation to bring the pound back 
to par Defensible as that position was, in view of the 
industrial position of England and the then existing relation- 
ship between American and Enghsh prices, it nevertheless 
did not allay the apprehension already aroused that Great 
Britain might 5neld to the pressure being brought to bear 
upon her for currency inflation The sterlmg-doUar exchange 
began to dechne with increasing rapidity. From 4*54 on 
October 16, it declined steadily with only brief reactions, 
till on November 19, it reached 4 25f, a loss of nearly 7 
per cent of its value in httle over a month The loss of 
confidence in the pound coincided with a considerable 
amount of selling of sterling for dollars for Continental 
account, for the movement was only part of a general flight 
of European capital to America, which was more pronounced 
on the Continent than in England The downward move- 
ment of the sterlmg-dollar rate, for example, was much 
accentuated by persistent buying of dollars m London by 
Germans who used the London market as a means of trans- 

The London Ttmes, October i6, 1923, p 19 The London Economist, 
October 27, 1923, p 732 

®*The London Economist, February 23, 1924, p 410 The London 
Times, October 26, 1923 

®® Cl p 167, supra. 
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femng their balances from Amsterdam to New York 
This was shown by the maimer m which sterling appreciated 
in terms of Dutch guilders as it depreciated in terms of 
dollars But it was primarily a British movement which 
drove down the sterling-doUar rate British balances were 
transferred to New York and British securities were sold 
and the proceeds transferred to the same place, in spite of 
aU that the Government could do to interpret the speeches 
that had been made and to assert that Great Britain would 
not set foot upon the road of currency inflation which had 
proved so disastrous to other countries On November 15, 
while the decline was m full swing, the decision of Mr 
Baldwin to go to the country on the issue of Protection 
added to the fear of the possible effects of inflation uncer- 
tainty as to the future in the event of a Labour Government 
coming into office To fill up the list of powerful influences 
adverse to the pound, it so happened that ]ust at this time 
the fall purchases of cotton from Amenca were being financed 
at exceptionally high prices 

There are always those who can fish to advantage in 
troubled waters, and the great break in sterling furnished 
The Dutch Fish advantages to those who, being 

in Troubled in possession of dollars, wished for any reason 
Waters possession of any European currency 

On November 19 the declme was violently interrupted, 
because the Dutch completely reversed their position in 
the market, and became sellers rather than buyers of dollars 
Sterling rose from 4 25| to 4 31 on November 19, and touched 
4-4o| on November 22, three days later The probable 
reason for this extremely violent recovery was the sale of 
part of the dollars acquired by the flotation of Dutch East 
India bonds in New York The Dutch selhng of dollars 
ceased as suddenly as it had begun, and sterling dropped 
7 points to 4 33I on November 30 On that day one of the 
great decisions of the reconstruction penod was taken 
The Reparations Commission decided upon the appointment 

The violence of the daily changes in the rate do not appear in Chart 
VIII, which shows only the quotations for the first and fifteenth of each 
jnonth, 
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of two committees of experts to formulate a plan of repara- 
tions settlement. This, combined with the successful 
formation of a Government in Germany by Dr. Marx, put 
a new face on the mam problem of Europe, the decline 
m the sterlmg-dollar rate was checked, and the pound began 
again to climb The improvement was not enduring, for 
on December 6, 1923, the British general election took 
place, and a Labour Government was returned to office. 
The EfEect of The effect of this event upon the rate was not 
immediate on account of strong purchases of 
Government in sterling in New York, but when it did make 
England itself felt it was powerful The fear of socialist 
legislation, especially the capital levy to which the leaders 
of the Labour party had pledged themselves unequivocally 
brought about a renewal of the flight from the pound The 
transfer of balances and purchase of Amencan securities was 
on the part of a large number of private individuals, and 
can be directly traced to fear of sociahst legislation Sterbng 
feU from 4 36^ on December 21 to 4 2o| on January 24, 
1924 It was then only that the flight from other European 
currencies began to have its most disastrous effect upon the 
London exchange market The flight from the franc first 
became an important factor in the sterhng-doUar market 
the week of January 17, when the franc reached a then 
high record of 98 to the pound The violent fluctuations 
which characterized the sterhng-doUar rate for the next' 
month were due for the most part to large operations by 
Continental countries in the London market A sharp rise 
m sterling late m January was due to the sale of reparations 
dollars by Germany, while the sharp dechne which followed 
m the first week of February, when 4*29f was touched, was 
due to heavy purchases of dollars in London by Holland, 
partly on German account, and by France and the other 
Continental countries This was, however, the last of the 
long senes of Contmental irruptions upon the London 
market to which attention has had to be given m the course 
of this study. 

Cf speeches of J R MacDonald and Philip Snowden in the House 
of Commons, Apnl, 1923 162 H C Deb 5s , p 1742 and pp 2102-17 
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On Fetaary 18, 1924, the cause of anxiety which was of 
pnmary importance in starting this extraordinary move- 
ment of capital from England was definitely 
Se removed. Mr MacDonald announced on that 

the Flight from day that the financial policy of the Labour 
the Pound Government would be guided by the Cunliffe 
Report, which meant that a pohcy of inflation would 
definitely not be adopted by the Labour Government 
With the fundamental cause of lack of confidence in Bntish 
financial pohcy thus removed, and with the realization that 
the capital levy was not to become an actuahty, the with- 
drawal of British capital because of fear and lack of con- 
fidence was checked, if not entirely brought to an end. 
Most of the other great causes of disturbance were either 
themselves the result of violent changes m the sterling- 
doUar rate or were temporary in character. A new basis 
was therefore laid for a resumption of the advance in the 
value of the pound so rudely mterrupted Even during 
the worst disturbances certain general elements of strength 
had been present The Government had ceased to be a 
purchaser of dollars on account of its American obligations 
The weakness in the rate, moreover, resulted in such a high 
price of gold that the normal seasonal revival of Indian 
demand for gold had been checked and gold had continued 
throughout these months to flow to America and provide 
much-needed support for the pound. 

During the period when the events ]ust related were taking 
place, a change in the credit policy of the Federal Reserve 
System m Amenca was made which was of very considerable 
significance in the course of the sterlmg-doUar exchange. 
It has been shown what an important beanng the relation- 
ship of rates in the London and New York money markets 
Federal Reserve ^he exchange rate m 1923 through 

Policy m Reia- influencing the purchase of American securities 
hng-DoiiSr^S' English investors and bnngmg about the 
change— 1922- transfer of balances to New York. Interest 
rates were stfll lower in London than m New 
York, though the difference between the two markets was 
The London Economtst, January 12, 1924, p. 42 
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narrower, even after the increase in the Bank of England 
discount rate to 4 per cent in July, 1923, but in November 
of that year steps were dehberately taken to change the 
relationship These steps were the resumption of open 
market purchases of secunties by the Federal Reserve 
System in preparation for reductions m the Federal Reserve 
rates of discount later on. The significance of this change 
in pohcy for the sterlmg-doUar exchange is best understood 
in the hght of the whole development of discount and open 
market pohcy m the United States since 1922 And, indeed, 
a brief recapitulation of the various steps in this policy is 
necessary to complete the picture of the progress made by 
England towards a return to gold during 1922 and 1923 It 
was pointed out m Chapter VI that during the first part of 
1922 the various Federal Reserve Banks were buying securi- 
ties to build up earning assets, and thereby permitting mem- 
ber banks to reduce their borrowings In this way they left 
the way open for the gold imports of that year in part to 
reach the member bank reserve accounts and to contribute to 
the rise of prices For if these open market purchases had 
not been made, the gold imports m all probability would have 
been used to pay off rediscounts as in 1921. By the middle 

f. . . .of 1922 pnces m the United States were 

Contraction of -,1 j i ^ 1 1 

Credit Follow- I'a-pidly rising and open market sales by the 

Federal Reserve System began to take the 

place of purchases A foundation was thus 
laid for an increase in the rate of discount, and on February 
23, 1923, the Federal Reserve Bank of New York raised its 
rate from 4 to per cent These measures of credit 
contraction, combined with the fact that the inflationary 
.effects of gold imports began to be offset in the late faU of 
1922 by an increased currency demand, checked the rise 
in prices in Amenca just at the time when the pound sterling 
was reaching its high quotation of 472 Prices m Amenca 
began to fall. Dear money and credit restriction con- 
tmued till the faU of 1923, with the important effects upon 
the sterlmg-dollar exchange rate already noted. By Nov- 
ember, however, precisely at the moment when the “ general 
Cf Chapter VI, p 143 Cf Chapter VI, p 144 
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flight from European capital ” was beginning, a business 
recession developed m the United States which afforded 
the Federal Reserve System the opportunity of killing two 
The Adoption With one stone — of relieving the credit 

of a Cheap stringency in the Umted States and of helping 
Sadfs°Sh pound sterlmg by a cheap money policy 
theFhght from The resumption of the open market purchases 
the Pound ^^^3 had both these purposes m 

view Money rates m New York fell below those m 
England, and a new money market situation was created 
which was favourable to the pound sterling The conse- 
quence of this new relationship in interest rates worked 
themselves out during the year 1924 and will be dealt with 
m a later chapter But the inauguration of the new policy 
by the Federal Reserve System during the worst period of 
the flight from the pound was a clear indication that the 
abnormal situation then prevailing would not be allowed 
to continue long 

The years 1922 and 1923 were years of slight variation 
in the British price level The severe deflationary policy 
^ ^ 1920 and 1921 was relaxed The rise in 

the Changes in American prices already referred to gave 
;^e steriing- grounds for supposing that the return of the 

Dollar Rate on ° 1 -l i 1 i 

the Economic pound to par mtght be accomplished painlessly 

Position of by waiting for gold to exert its long-expected 
effects on Amencan prices. But the un- 
settlement resulting from the Ruhr struggle effectually 
prevented a defimtive return to a gold standard when the 
American price level did in fact nse to and even exceed the 
British price level As competitors of Amencan shippers 
m export markets, Bntish exporters were benefited to a 
shght extent by the nse m Amencan pnces in 1922, for as 
American pnces rose the sterhng-doUar exchange did not 
rise quite in proportion. For the same reason, broadly 
speaking, the cost of Bntish imports from America in 1922 
was rendered shghtly dearer m pounds sterling as American 

Memorandum of Governor Strong, -vmtten December 25, 1924, and 
read before the Banking and Currency Committee of the House of Repre- 
sentatives, April 8, 1926 Heanngs on H R 7895, Part i, p 336 
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prices rose These advantages and disadvantages due to 
the lagging of the rate of exchange below its purchasing 
power parity were of relatively slight importance The 
movements of the rate during 1922 and 1923 had, however, 
two substantial direct effects on British economic hfe. In 
the first place, the improvement m the value of the pound 
in 1922 and part of 1923 hghtened the burden of British 
debt payments to America. In the second place, the 
improvement was a burden upon the export industries of 
England in competition with the exports of countries whose 
currencies were actually depreciating rapidly. For these 
" unsheltered ” mdustnes the sharp break in the rate at 
the close of 1923 was a welcome respite It gave them a 
bnef competitive advantage They were faced with 
extraordinary difficulties They were suffenng, and had 
long suffered, from the post-war dechne in purchasing power 
on the Continent, and in 1923 their competitive power was 
further impaired by the effects of the collapse of the cur- 
rencies of Germany and France In addition, British trade 
to the East had declined and the cotton industry had suffered 
peculiar disadvantages from the boycott of European piece 
goods m India So great were these difficulties that late 
in 1923 Dr Bowley estimated that fully one-half of the then 
existing unemplo5mient was due to the failure of exports 
Under these circumstances an unfaltermg and dogged per- 
sistence in an early return to the old parity of the pound 
sterling and the dollar meant a willingness on the part of 
England to pay a greater price for monetary stability and 
monetary prestige than any nation has ever paid before 
Although the two years 1922 and 1923 were a period 
during which the pound sterhng was allowed to mark time 
in the sense that no further changes were deliberately 
brought about in the Bntish price level, yet they were not 
years without great positive contributions on the part of 
England towards a return to gold. In the first place, the 

This was not a net gam for the nation as a whole, however, for the 
heavy imports of the fall of 1923 were made very expensive for England 
by the flight from the pound 

Quoted by Sir Charles Addis — ^London Bankers’ Magazine. January, 
1924, p 22. 
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funding of the Anglo-American debt had been successfully 
accomphshed and the heavy obligations under the terms of 
the agreement had begun to be carried out faithfully. In 
the second place, England had thrown aU her weight into 
the conflict on the Continent on the side of reasonable 
accommodation and had sought, as always, to find m the 
shifting elements of the European conflict the basis for a 
rationd understanding that would permit the revival of 
trade A different pohcy had long prevailed, with adverse 
collateral effects upon the sterlmg-dollar exchange which 
have been described But with the appointment of the 
Dawes and McKenna Committees a reconstruction policy 
more akin to that of England had been adopted on the 
Continent This meant that one more of the great obstacles 
to the re-establishment by Great Britain of a gold standard 
had been nearly overcome. And yet for a moment, even 
the confidence of part of her own people in her own economic 
future had been shaken by her own political developments 
It was a faltering on a long and hard road, but it was for 
the most part only a temporary faltenng By the end of 
February, 1924, the fundamental conditions prerequisite to 
exchange stability had been so far attained that the ultimate 
objective could be at last regarded as within a measurable 
distance of attainment. 



PART IV 


MARCH, 1924 — APRIL, 1925 




CHAPTER VIII 

THE DISAPPEARANCE OF THE GOLD PREMIUM 


The period of slightly over a year which is to be considered 
in this and the following chapters was the period of fulfil- 
ment and realization of the long and arduous effort by which 
England returned to gold as the basis of her currency 
system The conditions of the post-war penod which had 
rendered practically inevitable that pecuhar opposition be- 
tween the two effects of gold movements upon the sterling- 
doUar exchange market which have been distinguished in 
preceding chapters^ were for the most part eliminated 
There remained in 1924 nothmg inherent in the situation 
to prevent the influence of gold imports into the United 
States upon the Amencan pnce level, like their direct 
influence upon the balance of trade between England and 
America, from being favourable to the pound sterling 
Whatever might be the pohcy and technique of central 
bank administration which the new situation was to call 
forth, it became possible in 1924 for the first time to en- 
visage a return to a gold standard which would operate m its 
essentials according to the old pattern if it appeared wise and 
politic to currency and credit authorities to allow it to do so 
From the point of view of the London bullion market 
and the South African gold producers the great event of 
these months was the gradual diminution and final dis- 
appearance of the premium on gold This brought with 
it a change in the actual method of marketing the new 
production of South African gold by which the Reserve 
Bank of South Africa came mto the foreground as one of 
the chief elements in the marketing machinery. 

1 Cf Chapter III, p 71. 
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The manner m which the fundamental readjustments 
in the Rand to the fall in the world value of its product 
The Rand were brought about has already been des- 
Mmes— 1924 cribed The reductions in costs were per- 
S^Engtodto manent In regard to them the tone of the 
Gold Reports of the Transvaal Chamber of Mines 

for the years 1924 and 1925 is one almost of elation. The 
Presidential address of March 30, 1925, asserted * 

“ The year 1924 has been a red-letter year through reduction 
which has been effected in the cost of native labour to the 
mines. . There has been a savmg as compared with the 
previous year of no less than £103,000 — a reduction in cost of 
22 per cent. This . . is an outstanding feature of the year’s 
work ” 2 

Similarly, for 1925, in spite of a shortage of native labour 
working costs were reduced $d per ton, " a very gratifying 
result when all the circumstances are taken into account ” ^ 

But still the gold industry of South Africa was not wholly 
content It has been shown above that the special advan- 
tage which it had enjoyed as compared to the American 
gold industry, for example, from the time when the gold 
premium first appeared, was at bottom due to the 
pegging of the London- Johannesburg exchange This 
exchange was not, however, held absolutely unchanged at 
par After 1920 a shght premium in favour of Johannes- 
burg was included in the rate fixed by the South African 
banks While the gold premium was high this did not 
eat into the advantage gamed by the Rand from the sale 
of their gold in London to any great extent But in 1923, 
and particularly m 1924, if we leave out of account the 
substantial but temporary rehef afforded by ” the flight 
from the pound,” the pnce of gold was relatively low, and 
towards the end fell to the old standard range. Under 
the circumstances the existence of even a small appreciation 
of the South Afncan pound over sterling began seriously 

* Thtrty-fijth Annual Report of the Transvaal Chamber of Mines, for the 
Year 1934, pp 52-3 

* Thirty-sixth Annual Report of the Transvaal Chamber of Mines for the 
Year 1925, p 54 
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to diminisli the remaining gam resulting from the falhng gold 
The Effort of Premium, and before gold actually returned 
the Gold Mines to its standard pnce, had eliminated it 
Gold'pieSium altogether * In January, 1925, it became more 
to the Last profitable for the Rand Mines to dispose of 
Moment their gold in South Afnca, where it could be 
converted into sovereigns, than to send it to London for 
realization. The result was a temporary suspension of 
shipments to London.® The elimmation of the advantages 
derived from the gold premium by the South African 
gold producers was, and was by them recognized to be, an 
inevitable consequence of the return of England to a gold 
standard It is one of the interestmg features of the very 
illuminating South African experience after the war, how- 
ever, that the elimination of these advantages, artificial 
and adventitious as they clearly were, before England 
returned to a gold standard, was felt to be a grave injustice 
by the gold industry The reports of the Transvaal Chamber 

* The selling rates for telegraphic transfers, London on South Afnca, 
quoted by the South African Banks from December, 1922, to May, 1925, 
were as follows 


Period in Force 

Premium 
Per cent 

From December 9, 1922 

3 

,, February 26, 1923 

2 i 

„ June 8, 1923 

2 

„ July 13, 1923 
„ November 24, 1923 

li 

2 

,, December 8, 1923 


,, January 1, 1924 

3 

,, January 28, 1924 

3i 

,, February 18, 1924 

3 

,, May 10, 1924 


,, October 20, 1924 

3 

„ November 8, 1924 

34 

,, January g, 1925 

3 

„ January 12, 1925 

24 

„ January 19, 1925 

. 2 

„ April 25, 1925 

• If 

„ May 2, 1925 

• i 

! London Econom%st 



® Messrs Samuel Montagu & Co in their Bulhon LeUer of January 7, 
1925, state " The low level of pnces now reached (87s 40! ) has caused 
the sales of South African gold m the London Market to be temporarily 
suspended The South Aincan producers, owing to the premium at 
which the South African currency pound stands over sterling, can at 
the moment secure a better pnce for their gold by converting it into 
sovereigns ” 
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of Mines are filled with complaints about the iniquities 
of the “ extortionate ” premium of the South African 
pound over the Enghsh pound Thus the Gold Produc- 
tion Committee of the Chamber discussing the year 1923 
says • 

"The very serious handicap placed upon the gold mimng 
mdustry, as well as other exporters by the exceedingly high 
rates of exchange charged by the Banks in the transfer of credits 
from London to South Africa has been under consideration by 
your Committee on several occasions during the year The 
position has recently become still more acute and the desira- 
bility of making representations to the Government in certam 
directions was under discussion at the close of the year.” ® 

For 1924, the same Committee again complains that 

"throughout the year the mining mdustry has suffered from 
the exceedingly high rates of exchange charged by the Banks 
on the transfer of funds from London to South Africa, these 
rates absorbing a considerable proportion of the so-called 
premium on gold ’ 

Such a position reflects the fundamental misconception 
almost universal in South Afinca at the time that the South 
African and the Enghsh pound were one and the same thing 
— that a pound was a pound, and that the exchange premium 
was in the nature of a commission or service charge arbitrarily 
imposed by Banks ^ It is not, therefore, difficult to under- 
stand the reasons for the opposition of the South African 
gold industry to a return on the part of South Africa to 
a gold standard pnor to the return of England to a gold 
standard For had this step been taken the exchange 

* Thirty-fourth Annual Report of the Transvaal Chamber of Mines for 
the Year 1923, p 42 

’ Thirty-fifth Annual Report of the Transvaal Chamber of Mines for the 
Year 1924, p 39 

® That the exchange charge could not be kept unduly high by the banks 
without deflationary effects in Soutii Africa is fhe converse of the pro- 
position that the pegging of the exchange at an artificially low rate caused 
inflation In the early part of 1925 the exchange premium in favour of 
South Africa fell when the reduction in the price of gold in London reduced 
the demand for South African pounds Actual retention of gold in South 
Africa was of course an even more powerful influence towards reduction 
of the exchange premium 
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between South. Africa and London would have had to 
express the relative values of the English and South African 
pounds in terms of gold. Otherwise a gold drain from 
the currency and reserves of South Africa could not have 
been avoided As a result, the advantages derivable 
from the gold premium, doomed in any case, would 
have been cut off on the day of South Africa’s return to 
gold 

On account of reductions in costs and increased efficiency 
of the mines, the final disappearance of the gold premium 
A New Market- accompanied by any diminution m 
mg Arrange- production in the Rand The high produc- 
tion figures begun in 1923 were maintained 
and even exceeded during the years 1924, 1925 and 1926, 
which fall within the general period of this study, and have 
subsequently risen regularly and substantially ® But the 
disappearance of the premium did influence the marketing 
process During 1924 three separate methods of disposing 
of the product were used A large amount, 3,500,000 
ounces, was sold fob Durban to India at about id per 
fine ounce below the New York parity price, while some 
gold was sold forward ex Cape Town at prices from ^d 
to <^d above the Durban price, the shippers paying all 
charges to London except insurance The balance was 
sent to London for realization But with the disappear- 
ance of the premium and the return of South Africa to the 
gold standard, it became the convement and natural pro- 
cedure for the gold names to sell to the Reserve Bank of 
South Africa in exchange for deposit credit that part of their 
product which could not be disposed of more advantage- 


® Gold production in the Transvaal for 1924-26 was as follows 

Fme Ounces Value m Dollars 

1924 9.575.040 197.933.599 

1925 9.597.592 198,399.790 

1926 9,954.761 205.783,173 

Source / The Annual Report of the TJmted States Dtrector of the Mint, 
1926, p 214, and 1927, p 236 

Cf Chapter VI, p 136 Cf also Thirty-fifth Annual Report of the 
Transvaal Chamber of Mines for the Year 1924, pp 39 and 125 
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ously to India or by special arrangements of other kinds 
The Reserve Bank of South Afaca was thus left to deal 
with the marketing of a very large part of the new South 
African gold output in the London market The manner 
in which this was done wiU be described in a later chapter 
in connection with a general discussion of the London 
bullion market after the return of England to the gold 
standard 

In sharp contrast to the entire absence of any observable 
effects upon the supply of new gold from South Africa 
, , resulting from the final disappearance of the 

Indian Demand gold premium, are the very important and 
for Gold— interesting changes in the Indian demand for 
1924 1925 metal which accompanied this same devel- 

opment As in all previous cases in which, in the course 
of this study, great changes in the position of India in the 
gold market have been noted, the underlying cause is to 
be found in important changes in the price of gold in rupees 
The year 1924 was a year of great agricultural prosperity 
in India, which enjoyed its fourth successive good monsoon 
Exports were greatly stimulated, while at the same time 
a check to imports was imposed by their high average 
cost, particularly that of the important item of cotton piece 


The change in the disposition of the gold output is shown by the 
following table compiled from figures given by the Gold Producers Com- 
mittee of the Transvaal Chamber of IVhnes 


How Disposed of 

Fine Ounces 

1924 

192s 

London, for Realization 

7.005.138 

717.344 

India via Durban 

3.506,382 

2.513.366 

Reserve Bank 

— 

5.055.273 

National Bank of South Africa 

— 

467.736 

London, forward ex Cape Town 

341.572 

226,420 

Sovereigns ex Mint 

607 

286,513 

Australia ex Cape Town 

— 

215.938 


10,853,699 

9,482,590 


Thirty-fifth and, Thirty-sixth Annual Reports of the Transvaal Chamber 
of Mines for the Years 1924 and 1925, pp. 126 and 103. 



INDIA NET EXPORTS AND IMPORTS OF GOLD 
(m Crores of Rupees) 



lal Reports of the Controller of Currency, 
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goods The course of Indian trade was highly favourable 
to the rupee, and the sterling-rupee exchange gradually 
rose throughout the greater part of the year, reaching a 
high point of is 6 -^d in October, 1924 Had the price of 
gold in London remained stationary, this would in itself 
have had a disturbing effect upon the price of gold m 
rupees But, in fact, the price of gold in London was 
falling, and as a result the price of gold m India dechned 
18 9 per cent during the Indian fiscal year 1924-5 
While the price of gold was fallmg, the purchasing power 
of the Indian people was increasing It would have been 
India Makes surpnsing if the Indian cultivator had 

Good her not taken advantage of this very favourable 
Deficit in opportunity for making good the deficit in 
avings savings which had taken place during the 

war and post-war years The savings of the Indian culti- 
vator are largely made m the form of gold, and it there- 
fore affords some measure of the size of this deficit to note 
how greatly the average import of gold on private account 
for 10 years prior to 1924 had fallen short of the pre-war 
average The figures are illuminating, and are as follows 


Average Import of Gold into India on Private Account 
(in lakhs of rupees) 


Pre-war 
5 years ending 
1913-14 
28-86 


War 

5 years ending 
1918-19 

7 81 


Post-war 
5 years ending 

1923-24 
13 93 


Source Report of Controller of Currency, India, 1925-6, p 3 


It was inevitable under these circumstances that the 
faUing price of gold should stimulate what appeared to 
be an abnormal demand for gold from India in 1924 Great 
as this demand was, the actual amount of gold imported 
mto India m 1924 was not unprecedented, for the imports 
of that year were actually less m weight than they were 
in 1912 A 2 Furthermore, there was a definite upper limit 
to the amount which India could afford to take, which 
rendered the increased Indian purchases of 1924 far less 
alarming from the point of view of the future monetary 


Samuel Montagu & Ck) , Bidlion Letter, April 22, 1925 
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requirements of the West, than the sudden increase of their 
absolute amount would indicate This upper limit was 
set by the amount of savings which the Indian people 
could afford to set aside m the form of gold The Indian 
demand, great as it was, was a much more definite and 
satiable demand than a monetary demand would have 
been, depending, for example, upon a legal obligation to 
purchase any amount at some fixed price according to 
the usual gold standard practice The strong probability 
that special efforts were being made m India to replace 
previous deficits in savings afforded good reason for believ- 
ing that the heavy demand of 1924 was in part of a non- 
recurrent character Another clear indication pointing m 
the same direction was the fact that in the latter part of 
1924 and early in 1925 gold began to take the place of cur- 
rency as a store of value The release of currency which 
had been hoarded m this way had important and interesting 
effects upon the money market in India These, how- 
ever, had only the most indirect influence upon the gold 
movement into India, and will not be discussed here 
What is important from the point of view of this study 
is the fact that in the absence of great changes m the price 
of gold, such a demand for gold to replace currency 
already hoarded, when once fairly well satisfied, was un- 
likely to arise again 

There was, however, present in the great demand for 
gold from India, particularly towards the latter part of 
India Grasps 1924, a Considerable speculative element due 

the Last Great -j-o monetary developments There were good 
Opportunity to r r 

Sp^iuiatein reasons for the view that the price of gold 
in rupees might go up, but that it would 
almost certainly not fall further as 1924 drew to a close. 
There was therefore a very great inducement to bullion 
dealers to build up long accounts and accumulate stocks 
of gold m anticipation of future demand by Indian pur- 
chasers generally The grounds for a behef that the price 
of gold might nse in India were m the mam the possibility 

Report of the Controller of Currency, India, 1924-5, p 6 

Ibid , pp 20-21 
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that the very vigorous and powerful agitation for definitive 
stabilization of the rupee at is ^d then reaching its chmax 
might have a successful issue If such a result had actually 
been reahzed the faU in the sterhng-rupee exchange from 
the actual prevaihng rate of about is. 6 d to is /\d, would 
have raised the pnce of gold to the disadvantage of consumers 
and the advantage of dealers with a long position in the 
metal. On the other hand, it was recognized that the 
pnce of gold could not be expected to fall further. In 
the first place, the price of gold in London was gradually 
approaching the standard price of pre-war years. The 
premium was disappearing, and in fact gold sold at the 
old parity price in London as early as the week of March 
3, 1925 At the same time the actual pohcy of the 
Indian and British Governments and currency authorities 
was to stabilize the sterling-rupee exchange at is. 6 d., 
first by large purchases of sterhng in India, and then by 
the resumption in September, 1924, of the sale of Council 
Bills in London. These two very important facts had, 
by the time of the return of England to the gold standard, 
removed the chief remammg causes for violent disturbances 
in the pnce of gold in rupees. Abnormal fluctuations m 
the pnce of silver were no longer, as has been shown, a 
disturbmg element in the situation. There remained only 
the possibility of stabilization at is ^d as an avenue for 
achieving great speculative profits in gold When, some- 
what later, this possibihty was finally eliminated, the war- 
time and reconstruction penod disturbances in the gold 
markets of India may be said to have come to an end. 
The way was prepared for a stabihzation of Indian demand 
for the metal, and the experimental determination of what 
was to be the normal consumption of India at the new price 
level finally emerging from the war. 

The movement of gold in international trade became 
The London more and more varied as its price in the 
London bulhon market dedmed dunng the bulk 
1925 ’ of the year 1924 and early 1925 Many inter- 

esting movements outside of the London market began to 
Samuel Montagu & Co , Bulhon Letter, March 4, 1925 
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take place, especially toward the end of the period when the 
premium was approaching the vanishing pomt But the 
disposition of the new gold from South Africa in the main 
continued to follow the hnes which have become familiar 
m the course of this study It has been noted in Chapter 
VII that the high price of gold which accompanied the 
great weakness of sterhng during the “flight from the 
pound ” had had the effect of preventing the normal revival 
of Indian demand during the last months of 1923 and the 
first months of 1924 Even so, Indian demand did make 
itself felt in the bulhon market even in January and 
February, 1924, and the South African gold was shared 
between India and New York, the latter getting by far the 
larger proportion During the second quarter, however, 
Indian demand became strong as the forces described 
above came into operation The months of June and 
July found India a very mmor factor in the gold market 
due to the normal seasonal effects of the rams , but m 
the last days of the latter month the overwhelming Indian 
demand which had so long been preparing finally came upon 
the London market with its full force The reasons for 
its extraordmary intensity have been given above Under 
the new arrangements for marketing gold in South Africa 
large shipments began to move from Durban to India direct 
As a result only small arrivals of gold were the rule in 
London, and these were absorbed by India. Until March, 
1925, the Indian demand carried aU before it in the London 
market, and in the first quarter of 1925 began to draw gold 
heavily from the Umted States These latter shipments 
were particularly inopportune from the pomt of view of 
the return of England to the gold standard, as they were 
financed through the London market, and therefore involved 

For example, the Netherlands Bank shipped fl 78J millions in gold 
to New York during the fiscal year, Apnl i, 1924, to March 31, 1925, to 
prevent loss of interest on its " superfluous ’’ gold and to provide a fund 
of dollar exchange to support the guilder Annual Reports of the Nether- 
lands Bank, 1924-5, pp 21-22 , 1925-6, pp 6-7 

It IS a noteworthy illustration of the great importance which imports 
of Treasure may assume in Indian commerce that for April, 1924, bullion 
imports were 20 per cent of the total imports into India Samuel 
Montagu & Co , Bulhon Letter, May 28, 1924 
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a demand for dollars m the sterhng-doUar exchange 
market 

The falling price of gold m London had other interesting 
effects besides the encouragement of Indian demand It 
brought with it a revival of the trade demand for gold which 
became substantial in December, 1924, and continued to 
be a steady if small factor thereafter m the division of new 
gold among its several purchasers More important was the 
revival of Continental demand During the first quarter 
of 1925 various Continental countries began to participate 
with some regularity but in very moderate amounts m 
the weekly gold sales in London from which they had for 
so long been practically excluded 

Thus far m this study it has been both convement and 
m accord with the facts to regard that part of the world's 
trade in gold represented by the distribution of new South 
African production as of basic and fundamental importance 
m the general process by which the restoration of gold as 
the monetary standard m England was being prepared for 
Other shipments have been regarded as supplementing or 
America Be ms effects of this main Stream 

to°Export Gold, of gold distribution When a free gold market 
December, ^as finally re-estabhshed in London, however, 
the steady movement of gold between South 
Africa, London, India and the Umted States no longer 
gave simplicity to the general outhnes of the international 
trade in gold. The regularities and symmetry of the 
earher movements were obhterated when one nation after 
another became active in the world’s market for gold. 
Even before England returned to the gold standard they 
were greatly obscured This was due chiefly to a remark- 
able combination of circumstances which enabled three 
important nations to draw gold from the United States at 
one time In the closing months of 1924 and m the first 
quarter of 1925, three important export movements from 
the United States were m progress, and in December, 1924, 

Messrs Samuel Montagu & Co in their Bulhon Letter of February 4, 
1925, state ” Orders have been received here (London) to ship gold 
direct from America to India ” 
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the net inflow of gold into America, which had for so long 
been the outstanding feature of the gold movements of 
the world, was replaced by a net gold export Each of 
the three main elements which combined to form this net 
export balance bore an important relationship to the problem 
of England m returmng to the gold standard In combin- 
ation they quite overshadowed in importance and interest 
the distnbution of the new South African production 
which has heretofore bulked so large m these pages Some 
study of these American gold exports is essential in order 
to fill m part of the general background to which the 
actual steps taken by England in returning to gold must 
be related, in order to be rightly understood 
In January, 1925, gold began to leave the United States 
for Austraha It moved, not as a result of any special 

Australia Draws central bank or Government transaction, 

Gold from the but because the situation in the exchange 
United States j^arket made it profitable for it to move 
Heavy exports of gram and wool had resulted in so strong 
a demand for Austrahan exchange that early in January, 
1925, the Austrahan pound stood officially at a premium of 
si per cent over the pound sterlmg Premiums of 4 per cent 
and even 4 ^ per cent were actually paid for Australian 
funds Since at the same time the pound sterling was at 
a discount of only per cent below dollar parity it was a 
profitable transaction for operators m either New York or 
London to purchase gold in the Umted States and ship it to 
Australia against sales of Austrahan pounds m the London 
exchange market. The premium on Austrahan pounds 
was even sufficient to draw large shipments of sovereigns 
to Austraha from South Africa direct in March, 1925, 
although South Africa was also complaining about the 
high cost of remittance from London At times it was 
difficult to get Austrahan funds at any price, and the 
remittance home of the proceeds of Austrahan security 
flotations in London presented a problem On account 
of the importance m the economic life of Australia of 

Samuel Montagu & Co , Sulhon Letters, March ii and March i8, 1925 

The F%nmc%al News, London, January 5, 1925 
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remittances from London, the existence of a high premium 
on these remittances gave nse to much dissatisfaction. 
Moreover, to a gold-producing and normally a gold export- 
ing country large additions to its gold supply resulting 
from fluctuations in the exchange market are not very 
welcome The movement of gold to Austraha early in 
1925 brings out clearly the fact that Australia, like South 
Africa, was ready to return to a gold basis before England 
was The Chairman of the Commonwealth Bank and many 
of her statesmen had urged that resumption be brought 
about as speedily as possible There is no doubt that 
strong pressure was brought to bear upon the British 
authorities to return to the gold standard without further 
delay both from Australia and South Afnca,®! and that 
this pressure was of vital importance in England's choice 
of the time and manner of her return to gold. 

While the American exports to Australia were peculiarly 
significant because of the questions of financial policy 
India Draws Within the British Empire which they raised, 
Gold from the they were not quantitatively nearly as impor- 
United States exports to India which were be- 

gmning at the same time It has been shown above that 
the approaching return of England to the gold standard, 
as foreshadowed by the decline in the price of gold in 
London, was one of the reasons for the intensity of the 
demand which made the supphes of new gold m London 
insufficient to satisfy Indian requuements In still another 
way the American exports to India were connected with 
the English problem, for payment being made for them 
through London, they weakened the sterhng-doUar exchange 

More significant even than the shipments to India and 
Australia were the large shipments wtiich began to be made 
Germany Draws about the same time from i^erica to Ger- 
Goid from the many These shipments represented the re- 
united States jjiittance in the form of gold of dollar balances 
built up by Germany in New York by various means, chief 

The whole history of the Kemmerer-Vissering Commission is con- 
nected with the desire of South Africa to hasten a return to gold — the 
question put before that Commission being whether or not this could be 
safely done independently of Great Britain 
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of which was the great International Loan which formed 
one of the corner-stones of the Dawes plan The uses to 
which this gold was put in the reformation of the German 
currency and credit system are too well known to be again 
described here. From the special point of view which 
has been taken in this study they represent the definitive 
elimination of one of the great sources of disturbance and 
difficulty in the technical processes of the return to gold 
The consummation of the Dawes plan of which these ship- 
ments were a part, meant the end of Reparations raids 
upon the sterhng-dollar exchange and of flights from the 
mark, the disturbing effects of which have been so often 
noted The political dangers which had made a return 
to gold impossible in 1923, even though the technical posi- 
tion appeared favourable, were m large measure averted 
by the great, even if not final, settlement of which these 
gold exports were a part 

If these movements of gold just discussed are considered 
in their relation to the problem of England in deciding 
upon the time and manner of her return to gold, they are 
seen to have resulted from conditions which increased both 
its urgency and its difficulties From the point of view of 
the United States they were a development of major impor- 
tance Though arising from three sets of almost 22 wholly 
independent causes they combined to turn the tide of gold 
definitely away from the Umted States for the first time 
since August, 1920 And they did so at a time when the 
American bankmg system was technically in a far less 
strategic position to resist the possible mflationary effects 
of new addition to its gold than it had been in previous 
years 

The relative importance of each of these three export 
movements is shown in Table 9. 

There was present, of course, in all three movements a common 
element, namely the value of gold in the United States, and it is not 
wholly correct to speak of the movements as quite independent of each 
other But in each case there were present so many independent factors 
that the omission of the word " almost '' would not be open to any serious 
criticism. 
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TABLE 9 

The Trade of the United States in Gold, January, 1924, to 
April, 1925 

Imports 


In 

Thousands 

of 

Dollars 

From 

Total 

Visible 

Imports 

Net 

Gain 

through 

Ear- 

marking 

Total 

Imports 

Eng- 

land 

Scandi- 

navia 

France 

Nether- 

Ger- 

Canada 


) 1934 

January 

1 33,939 

41 

2,119 

5,915 

_ 

1 8,466 

45,468 

_ 

45,468 


1 19,704 


2,964 


522 

1 3,532 

35,111 

593 

35,704 


19,326 


3,433 i 


2,359 

5,295 

34,332 


34.323 

May 



742 

21,145 


4,041 

45,418 


45,418 


6,085 

85 

5,055 

1,899 

1 2,479 

41,073 

1,000 


Tune 

1 13,333 

65 

403 

2,381 

8 

1 2,648 

25,181 

2,000 

27,18% 

July 

13,639 


332 



1 2,024. 

18,834 

1 


August 

6,774 


601 

— 

2 




18,149 

September 

16 


1 

2 


2,658 

6,636 


6,656 

October 


331 

I 

13,198 


2,364 

19,701 


19,701 

November 

5 


10,717 

3,265 



19,862 


19,862 

December 

10 

~ 

3,036 


6 

2,729 

10,274 

- 

10,274 


1925 

January 

127 

— 

! 71 

I _ 

1 ~ 

i 3.120 

5,037 

_ 


February 

I 





1 3,412 

3,602 



March 

3,935 





2,777 

7,337 



Apnl 

13 


5 

5,041 


2,054 

8,869 

14,850 

23,719 


Exports 


In 

Thousands 

of 

Dollars 

1 

Total 

Visible 

Exports 

Net 

Loss 

through 

Ear- 

marking 

Total 

Exports 

British 

India 

Ger- 

many 

Nether- 

lands 

Eng- 

land 

Bntish 

Oceana 

(Aus- 

tralia) 

Can- 

ada 

Swe- 

den 


1 1924 

January 

February 

March 

April 

May 

June 

My 

August 

September 

October 

November 

December 

1,663 

2,027 

776 

883 

5.674 

20,000 

1 1 1 1 1 1 1 1 i 1 || 

If 1 1 1 1 1 1 1 i 1 1 

1 1 1 1 1 1 1 1 1 1 1 1 

128 

90 

167 

82 

143 

163 

s 1 

265 

187 j 

1 999 
1,000 

280 

505 

817 

1,390 

593 

268 

327 

2,397 

4,579 

4,125 

6,689 

39,674 

2,453 

558 

2,583 

7,984 

13,229 

17,000 

500 

1,500 

280 

SOS 

3,269 

1,948 

593 

268 

2,910 

10,381 

17,808 

21,125 

7,189 

41,174 


1935 

January 

February 

March 

April 

36,466 

16,228 

62 

3,012 

17,300 

12,510 

15,120 

15,129 

3,283 

1,034 

5,078 

1,031 

50 

6,354 

16,792 

3,757 

1,020 

69 

48 

59 

102 

1,002 

230 

73,523 * 
50,599 t 

25,104$ 

21,603 

810 

1,366 

6,825 

74,335 

51,963 

31,939 

21,603 


* Includes $1,308,602 to France f Includes $1,103,948 to Poland 

t Includes $5,050,000 to Argentine 

Complied from figures given m the Federal Reserve Bullehn 
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Before passing on to a consideration of the American 
policy with respect to gold during the penod covered by 
A Long-Run the present chapter, certain little-discussed 
View of Amen- aspects of the export of gold from America to 

can Gold Ex- ^ j 

ports to Ger- Europe begun at this time deserve consider- 
™any ation The re-shipment of gold to Germany 

illustrates very well the trans%Uonal and intermediate 
character of the original payments made dunng and after 
the war in gold for American goods and services ^3 If, for 
example, we consider the gold imports of 1921, we find that 
they created the dollar exchange whereby part of an 
already existing unfunded trade balance due to the United 
States and part of the current year’s net American export 
balance were paid. Of this dollar exchange, Germany, 
either by direct shipment of gold or purchase with marks 
and other currencies, acquired a share to meet her obliga- 
tions in America And so in other years Legally the 
then creditors of Germany were satisfied, and gold had been 
added to the assets of the Federal Reserve Banks But 
when part of this gold was in 1924 and 1925 re-shipped to 
Germany, this original series of transactions appears not to 
have been a final settlement of the original debt for goods 
and services m an economic sense A new set of creditors 
of Germany, namely the investors m German bonds, was 
now substituted for the original creditors for goods and 
services rendered The gold originally received left the 
Umted States after havmg, economically, fulfilled the func- 
tion of an instrument of finance by which the onginal 
creditors received payment pending new arrangements 
which would finally lead to an economic settlement of the 
original debt m terms of goods and services The validity 
of this view depends upon the assumption that the receipt 
and retention of the gold up to the time of its re-export 
by America did not increase the satisfaction of wants 
enjoyed by the American people during that time. This 
was the position taken in Chapter IV 

It has been pointed out that during 1922 part of the 

Cf Herrmann, Kurt, A , Dte Zukunfl des Goldes, Berlin, 1925, p 159 

Cf Chapter IV, pp 99-100, 
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gold imports of that year served actually to increase the 
Amencan Gold reserve accounts of the member banks of the 
Policy— 1924 Federal Reserve System, but that in 1923 gold 
to April, 1925 jjjiports <y^ere no longer used in this way 
because of an apparently permanent and non-seasonal 
increase in the currency requirements of the country The 
deposit liabihty of the Federal Reserve Banks rose quite 
regularly throughout the former year, but it was remark- 
ably steady in 1923 Both the Federal Reserve Bulletin 
and Governor Strong of the Federal Reserve Bank of New 
York 27 have been at pains to point out that changes in 
the open market policy of the system during these years 
did not have any substantial effect upon the amount of 
Federal Reserve credit m use, which remained relatively 
constant throughout, varymg between $1,200,000,000 and 
$1,000,000,000 Open market operations, therefore, did 
not account for the regular increase in the deposit liability 
item of the system during 1922, nor for the failure of gold 
imports to increase it dunng 1923 During the first half 
of 1924, however, the amount of Federal Reserve credit in 
use did not continue at the fairly even level of the two 
previous years It fell off very appreciably The system 
was prepanng for the adoption of a policy of cheap money, 
partly to meet the exigencies of the then existing American 
credit 28 situation, and partly to help in laying the found- 
ations for the return of England to the gold standard.®® 
Purchases of Government securities by the Open Market 
Committee were on a large scale The reserve funds thus 
placed at the disposal of the member banks were used to 
pay off their indebtedness to the Reserve Banks Yet 
great as the purchases of secunties by the Reserve System 

Federal Reserve Board, Annual Report, 1926, chart on p 65 

The Federal Reserve Bullehn in January, 1924, published a special 
editorial devoted to the explanation of this fact, entitled “ Constancy of 
Reserve Credit ” 

Hearings before the Committee on Banking and Currency, House of 
Representatives, on H R ySg 5, p 330 

Ibid , p 335 " No^ithstandmg imports of gold, there was continued 

pressure by member banks to liquidate their indebtedness to the Reserve 
Banks, causing in turn pressure by member banks upon their borrowers 
to repay loans ” 

336, 
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TABLE 10 

Movement of Funds affecting Reserve Accounts of 
Member Banks 


Millions of 
Dollars 

Federal Reserve System • 

1 Gold t 

1 Currency f 

(Average of daily figures ) 

(Average of first 
days of two con- 
secutive naonths ) 

Member 

Bank 

Reserve 

Accounts 

Dis- 

counted 

Bills 

Bills and I 
US ! 
Securities 
Purchased 

Total Bfils 
and US 
Securities 
Held 

Monetary 
Gold 
Stock 
corrected 
to allow 
for Ear- 
marking 

Total 
Money in 
Circula- 
tion 

1923 







December 

1,882 

774 

425 

1,200 

4,226 

5,031 

1924 







January 

1,911 

580 

421 

1,000 

4,267 

4,911 

February 

1,892 ! 

516 

406 

921 1 

4,306 

4,832 

March 

U915 1 

479 

473 

951 i 

4,344 

4.893 

April 

1.905 

494 

445 

940 

4,388 

4,876 

May 

1,922 

435 

404 

839 

4,433 

4,879 

June 

2,001 

374 

467 

842 

4,472 

4,877 

July 

2,046 

318 

506 

825 

4,500 

4,803 

August 

2,072 

269 

565 

836 

4.516 

4,808 

September 

2,120 

262 

665 

930 

4,516 

4,861 

October 

2,141 

240 

763 

1,005 

4,510 

4,903 

November 

2,164 

229 

853 

1,085 

4,518 

4.997 

December 

2,182 

301 

912 

1,222 

4,513 

5,050 

1925 







January . 

2,194 

267 

794 

1,092 

4,461 

4,930 

February 

2,159 

338 

699 

1,050 

4,396 

4,828 

March 

2,137 

391 

674 

1,078 

4,357 

4,836 

April 

2,123 

404 

644 

1 

1,060 

4,348 

4,804 


* Federal Reserve Board, Annual Report, 1926, pp 54-5 
t Compiled from revised figures published m the Federal Reserve Bulletin, 
December, 1927, p 37 


were, rediscounts were being paid off still more rapidly 
Gold Imports resultmg decline m the use of 

Increase the Federal Reserve credit, the deposit Lability 
Credit Base Reserve Banks did not dechne. On 

the contrary, it increased, moderately in the early months 
of 1924, and very rapidly during the summer and fall of 
that year Repayment of borrowings, though it more than 
offset the additions made to reserve funds by open market 
purchases, did not keep pace with the total additions which 
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were being made to the cash basis of bank credit from all 
sources The two mam additional elements m the situ- 
ation were additions to reserve funds from the return of 
currency from circulation, on the one hand, and imports 
of gold on the other Combined, these two sources of 
additional reserve funds were sufficient to offset the reduc- 
tion in member bank reserve accounts that would have 
taken place if open market purchases, on the one hand, 
and repayment of borrowings, on the other, had alone been 
present in the situation It has been shown that the 
additions made to the currency in circulation in 1922 and 
1923 were financed by gold imports, and not by borrowings 
from the Reserve Banks The contraction of the currency 
m 1924, which though very substantial was less than the 
previous expansion, provided reserve funds with which 
member bank borrowings entered into for other purposes 
than the provision of currency could be retired It may, 
therefore, truly be said that gold imports were responsible 
for the fact that member bank reserve accounts were not 
only maintained undimimshed but even increased in 1924 
The elements which entered into the changes in member 
bank balances with the Reserve Banks during 1924 and the 
first quarter of 1925 are shown in Table 10 The figures 
present only a rough approximation of the situation, 

The discrepancies between the recorded changes in member bank 
reserve accounts and thoseindicated by the table, are due to the incomplete- 
ness of the figures given, and the fact that the currency figures are not 
true averages and iiie figures for gold imports are not average figures at 
all They are as follows for the four queers of 1924 


Change m Member Bank 
Reserve Accounts 


First Quarter 

Indicated on basis of figures given in Table 10 
Actual 


(Millions) 

+ 7 
+ 33 


Second Quarter 

Indicated on basis of figures given in Table ro . -f- 35 

Actual , . ^ _j_ 85 


Third Quarter 

Indicated on basis of figures given in Table 10 -+-148 

Actual _j- 1 1 9 


Fourth Quarter 

Indicated on basis of figures given in Table 10 . -f 100 

Actual 62 
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for they are not strictly comparable and do not include 
all the transactions affecting member bank reserve deposits . 
But they bnng out very clearly the important sources of 
increase and decrease m these deposits This table shows 
very clearly how gold and currency movements combined 
up to midsummer of 1924 to build up the cash basis of 
credit of the country By August, 1924, the member 
banks were practically independent of the Federal Reserve 
System Their borrowings had been reduced to a minimum 
But their lending power was not diminished Their reserve 
deposits m August were nearly $200,000,000 greater than 
in January, in spite of the fact that the period mtervening 
had been one of business depression, amounting by the 
summer of 1924 almost to stagnation. Gold imports con- 
tributed, as we have seen, very largely to this result, 
and in so doing exercised an effect upon the credit situation 
similar to that required of them by the old and approved 
gold standard principles. The member banks, whose 
business it was to see that their full lending power was 
not allowed to go unused, sought outlets for their funds 
wherever they could find them For a time during the 
summer of 1924 they were not entirely successful in this, 
for a surplus of actual over required reserves was a feature 
An Increased of the statement of New Y ork City banks durmg 
Summer of 1924 But by the autumn 
the Increased of 1924 an additional credit structure had been 
Credit Base successfully reared upon the increased credit 
base The manner in which this was accomplished is not 

For example, such items as changes m membership of the Federal 
Reserve System, and the resulting changes in reserve accounts 
and changes in the Federal Reserve float are not allowed for, and the 
figures for currency in circulationinclude some changes which do not enter 
into Federal Reserve Bank accounts 

The Federal Reserve Board in its annual report for 1924 states that 
the $258,000,000 gold imports of that year were ” reflected in the growth 
of member bank balances ” This is of course suhstanhally true, but for 
the reasons suggested in the text it is really an over-simplification of the 
case It IS also somewhat surprising that no allowance was made in this 
statement for the $42,000,000 gold eiiports through earmarking, which 
however much hidden from the general pubhc could not have been unknown 
to the Federal Reserve Board 

** This IS very strikingly brought out by the chart given on page n8 
of Burgess, W R , The Reserve Banh$ (met th^ Money Market^ 
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far to seek, for it was in June, 1924, that there began the 
extraordinary increase of loans on stocks and bonds and 
investments of member banks shown in Table ii As a 
result, the Federal Reserve Board, in its annual report 
for 1924, was able to make the following pertinent comment 
upon the use made by member banks of the total increase 
of $440,000,000 in their reserve accounts during the period 
1920-1924 

“ . The ratio of the reserve balances maintained by member 
banks at the Reserve Banks to member bank deposit liabilities 
. . . has remained practically constant (1920-1924) at about 
10 per cent , which represents on the average the minimum 
required by law This constancy reflects the fact that the 
member banks have currently used the full amount of credit 
that could be supported by the increase of $440,000,000 
in their reserve balances Thus, notwithstandmg the large 
addition to their balances, the member banks were obliged 
in the autumn of 1924 to mcrease their borrowings at the 
Reserve Bank in order to meet the seasonal demand for 
currency ” 

This increase in borrowings to finance currency demands 
in the autumn of 1924 is clearly shown m Table 10, and it 
IS also evident that the fall currency and credit demand 
and the export of gold then begmnmg were very largely 
financed by still further heavy purchases of United States 
securities by the Reserve System As a result, the increase 
m member bank reserve accounts continued to expand 
even after gold exports had begun 

The aspect of the matter which is of particular interest 
here is that, preceding the normal seasonal expansion of 
the credit base m the autumn of 1924, the additions to it 
made directly or indirectly by gold imports had become 
engrafted into the American credit structure because of 
the uses to which they had been put by member banks 
These uses are indicated in a broad way by the figures 
of the loan and investment accounts of reporting member 
banks during 1924 shown in Table ii. 
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TABLE II 

Selected Reporting Member Banks 


{Mtlhons of Dollars ) 


1924 

Loans on. 
Stocks and 
Bonds 

All Other 

Total Loans 

Investments 

January 2 


7.798 

12,067 

4-555 

February 6 

4,082 

7.850 

11,932 

4.4S7 

March 5 

4,034 

7.901 

11.935 

4.449 

April 2 

4,lli 

7.991 j 

12,102 

4.527 

May 7 

4.150 

7.925 

12,075 

4.589 

June 4 

4.115 

7,827 

11,942 

4.720 

July 2 

! 4.329 

7.821 

12,150 i 

4,906 

August 6 

4.407 

7.941 

12,348 

4,982 

September 3 

4.570 

7,867 

12,437 

5.134 

October i 

4,662 

8,120 

12,782 

5.411 

November 5 

4.584 

8.185 

12,769 

5.575 

December 3 

4.721 

8,194 

1 

12,915 

5.612 


Source Annual Report of the Federal Reserve Board, 1924, 
PP 134-5 

Tliese figures show that the hqmdation of loans of member 
banks at the Reserve Banks was not accompamed by any 
diminution of their investment and loan accounts They 
indicate further that when, from June, 1924, onwards, 
member bank reserve accounts actually began to grow 
larger, there began an immense expansion in their loans 
on stocks and bonds and in their investments On June 
4, for selected reporting member banks, these two items 
were almost exactly the same as they were on January 2, 
but by December 3 they were almost a biUion and a half 
dollars greater 

By accelerating the rate at which member bank indebted- 
ness was paid off durmg the first half of the year and even 
furnishing, directly or indirectly, large additions to the 
cash basis of credit, gold imports m 1924 were responsible 
for the fact that it was possible for member banks to get 
practically out of debt to the Reserve Banks without any 
real deflation of credit. Gold had replaced Reserve Bank 
credit in supporting member bank credit outstanding to 
the extent of about $200,000,000. As one element in the 
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total reserve situation, it was inflationary in its effect 
And when the open market operations continued to pour 
reserve credit into the market during the latter part of 
the year, making possible the extraordinary increases m 
bank loans and bank investments of these months, it was 
the fact of previous gold imports that made these great 
additions to bank credit in use, net additions, rather than 
in part the replacement of a previous contraction 

It IS not within the scope of this study to analyse the 
outlets which were found or created by the banks in 
America for the employment of their growmg lending power 
in 1924 when general commercial and industrial activity 
was at a low ebb They may, however, be suggested 
briefly There were rapidly developed in 1924 a number 
of tendencies latent since 1921 which were capable of 
New Outlets for employment to large amounts of bank 

the Employ- credit There was a striking growth in the 
ment ofBank ^se of credit for the financing of instalment 
sales There was a rapid conversion of pri- 
vately owned businesses, especially small industrial con- 
cerns, into corporations with newly provided capital 
structures suitable for sale to the pubhc Due in part 
to this, there was a great mcrease in the number of new 
securities, and consequently in the floating supply to be 
carried on credit There was a real estate boom which 
had to be financed After August, 1924, there was an 
imprecedented expansion of foreign loans following upon 
the successful inauguration of the Dawes plan. And 
above aU there was a great period of stock exchange specula- 
tion, accompanied by nsing prices of secunties and in- 
creased loans to brokers All of these opportunities for 
the employment of bank credit were outside the realm of 
industrial and commercial loans Though the two great 
departments of credit use, secunties on the one hand, and 
industry and trade on the other, cannot be kept permanently 
in water-tight compartments, yet they can be kept fairly 
distinct for surprisingly long periods As a result of the 
direchon m which the new bank credit created during 
1924 was used, the increased lending power of banks did 
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not have an effect upon prices of commodities at all com- 
mensurate with that which might have been expected of 
it on the basis of past experience There was no inflation 
of commodity prices during the months when gold was 
actually coming into the country These were, on the 
contrary, months of business recession and hquidation 
and of falling prices. By midsummer, however, the 
course of commodity prices in Amenca changed The 
nse that then began was more rapid than the preceding 
declme had been, and was continued on in the beginning 
of 1925 Though the greatly expanded bank credit struc- 
ture, to the budding up of which gold imports contributed 
substantially m 1924, spent its force chiefly in the field of 
security and real estate pnces, it was not wholly without 
effect upon the course of commodity prices, which was as 
follows 


Bureau of Labor Statistics 


{Index of Wholesale Pnces ) 


1924 

1925 

January . 

151 

July . . 

147 

January. 

. 160 

February. 

152 

August . . 

150 

February . 

. 161 

March 

150 

September . 

149 

March . 

. 161 

April 

148 

October. 

152 

April . . 

. 156 

May . . 

147 

November . 

153 



June . . 

• 145 

December . 

157 




The heavy purchases of securities by the Federal Reserve 
System which have been descnbed were part of a general 
The Aid Given of ^^sy money in the United States 

to England by wMch was designed to lend direct assistance 
England m returning to the gold standard. 
1924 to April, In his testimony before the Banking and 
Currency Committee of the House of Repre- 
sentatives already frequently referred to, Governor Strong 
included among the objects for which this policy was 
inaugurated the foUowmg 
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‘ ‘ To facilitate a change m the interest relation between the 

New York and London markets, without mvitmg inflation at 

a time when prices were falling generally and when the danger of 
a disorganizing price advance m commodities was at a minimum 
and remote 

“ By directing foreign borrowmgs to this market to create the 
credits which would be necessary to facilitate the export of 
commodities, especially farm produce 

“ To render what assistance was possible by our market 
policy toward the recovery of sterlmg and the resumption of 
gold payment by Great Britam.” 

This policy was carried through consistently from the 
time of its inauguration at the very beginning of 1924 till 
the resumption of gold payment by England, Even after 
the return to gold the English situation long continued to 
be an important factor in Federal Reserve discount pohcy 
On June 12, 1924, the Federal Reserve Bank of New York 
reduced its rate of discount to 3|- per cent , or below the 
Bank of England rate, and on August 8 reduced it still 
further to 3 per cent The sale of government securities 
was not resumed till the end of December, 1924, and even 
when the rate of discount was finally raised to 3^ per cent 
on February 7, 1925, the New York rate still remained well 
below that of London The importance of these measures 
m relation to the final resumption of gold payments by 
England will be taken up in the next chapter 

It is of no little interest to consider the pohcy of the 
United States at the very close of the long history of 
England’s effort to establish exchange equilibrium between 
the dollar and the pound at the old par in its relation to 
the other elements in the situation discussed earlier in this 
chapter Just before the resumption in England gold 
shipments had been diverted from the United States to 
India m very large part because of the impending success 
of the great effort we have been descnbmg Gold had 
also been drawn from the Umted States to Germany to 

Hearings, etc , p 336 

In September, 1925, the Federal Reserve Bank of Boston, taking into 
account only the needs of the domestic situation, attempted to raise its 
rate of discount, but was unable to get the approval of the Federal Reserve 
Board till November 10, 1925 — Eleventh Annual Report of the Federal 
Reserve Bank of Boston, p 10 
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seal the success of a plan essential to the maintenance of 
the new equilibnum, once it was established, by removing 
the menace to the sterhng exchange of great political up- 
heavals in Europe. But taken by themselves these move- 
ments were unfavourable to the final steps of the return 
of the pound to its old parity Continued gold shipments 
to America, through the additions they would have brought 
to the dollar exchange available, and the effects they would 
have had upon the New York money market, would at 
that moment have been peculiarly advantageous to England 
But at this point Federal Reserve policy made itself felt, 
and was directed powerfully to achieve the very ends which 
might have been expected to foUow from continued gold 
imports to America At the same time it resulted m the 
accumulation in the hands of the Federal Reserve System 
of an enormous fund of Government securities which was 
designed to provide a future defence against gold inflation 
in America,^® if the occasion for its use should arise under 
different circumstances 


Hearings, etc , p. 336 



CHAPTER IX 

ENGLAND RETURNS TO THE GOLD STANDARD 


The aid rendered by the Federal Reserve banks in carry- 
ing England through the last steps in the return to gold did 
not begin to become a major factor in the sterhng-dollar 
exchange market till midsummer of 1924 The first half 
of the year, following the ehmmation of the chief causes 
of the flight from the pound," was a period of hopeful, 
but watchful, waiting and preparation The owners of 
capital who had been prompted by caution or fear to 
transfer balances from London and the Continent were 
not to be tempted to bring them back merely by the promise 
of better things in Europe Solid evidences of permanent 
elimination of the causes which had caused this capital 
to flee were required, for confidence is a thmg much more 
easily broken than restored These assurances were not 
forthcoming in the first half of 1924, during which period 
sterhng did not recover more than a fraction of its earlier 
losses As is shown by Chart XI, the fluctuations of 
sterling from February to June were still within the low 
range of 4-30 to 440 

French operations in the sterling-doUar exchange were 
an incalculable and disturbing, and on the whole a depres- 
sing, factor Loss of confidence in French 
the FrSic finance and m the French Government reached 
Depresses ster- culmination for the tune being in March, 
when the fate of the long delayed tax increases 
and fiscal reforms proposed by the Poincare Government 
hung in the balance m the French Parhament Sales of 
francs for pounds drove the franc rate to the then unpre- 
cedented height of I20| francs to the pound on March 10. 

209 p 
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1924 
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These sales were accompanied by heavy purchases of dol- 
lars in London on French account, which drove the sterlmg- 
doUar rate down to 426! on that date.^ Pressure of this 
character was removed when vigorous intervention by 
the French Government and the Bank of France, aided 
by the estabhshment of large banking credits in England 
and the United States, drove up the value of the franc 
tiU on March 24 it reached 76 2 francs to the pound 2 
But again in May purchases of dollars m London for French 
account partially offset the favourable influence exerted 
by the presentation of the Dawes report upon the sterling- 
dollar exchange ^ Thereafter the franc was intermittently 
supported from New York Disturbances in French finance 
did not again senously impede the progress of the pound 
towards parity until just before its actual achievement 

On April 9, 1924, the report of the Dawes Committee 
was received by the Reparations Commission The ster- 
WatcMui hng-dollar exchange rose in response, reaching 
Waiting and 4 40^ on April 23 It did not, however, re- 
june-juiy, ’ gain the losses mcurred during the French 
1924 crisis for some time During the whole of 

June it was steady at a lower level in a very narrow market 
In addition to the balances removed to New York during 
the flight of capital, newly acquired dollar balances were 
being temporarily held m New York pending a definitive 
outcome of the Reparations negotiations The National 
Park Bank of New York, for example, commented upon 
the use of the proceeds of large gold imports into Amenca 
in the following terms in July, 1924 

“ Most of the foreign balances remitted here (m the form of 
gold) have been mvested in bankers’ acceptances. Treasury 
notes. Liberty bonds, and high-grade short-term obligations 
They have m fact virtually the liqmdity of demand deposits, and 
will be called home as soon as the reforms provided by the Dawes 
plan have been adopted and opportimity is offered for safer and 
more profitable investment abroad ” ^ 

1 Samuel Montagu & Co , Foreign Exchange Letter, March 13, 1924 

* Iltd , March 20 and 27, 1924 Sterhng rose to about 4 30 

* Ib%d , May 8 and June 5, 1924 

* Circular issued by the Foreign Trade Department of the National 
Park Bank of New York, July 9, 1924 
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During July the exchange market was very inactive, 
but the rate moved substantially in favour of London, 
partly because the prospects of a general agreement to 
put the Dawes plan into effect became gradually brighter, 
but chiefly because the money market situation was arranged 
so as to tempt these and other balances to move from New 
York to London As was noted m the preceding chapter, 
the change m the interest relation between the London and 
New York money markets, which was an object of Federal 
Reserve policy, was achieved on June 12 when the 
Federal Reserve Bank of New York lowered its discount 
rate to per cent, ^j>ei cent, lower than that of the Bank 
of England On the other hand, while the Bank of England 
retained its own rate at 4 per cent , the open market rate 
of discount on three months bills in London was raised 
to about 3| per cent and held there through an arrange- 
ment “ beheved to have been inspiied by the Bank of 
England ” ^ The difference between the two markets was 
still further accentuated by the further reduction in the 
Federal Reserve Bank rate to 3 per cent on August 8, 1924, 
and the decline in call loan rates to such an extremely low 
level as 2 per cent early m that month 

There were present at the time a number of indications 
that if the other hmdrances which were keepmg balances 
in New York were removed, these differences in money 
rates would actually affect the sterlmg-doUar exchange in 
spite of the fact that fluctuations m the sterhng rate might 
be far more substantial than profits arising from interest 
differentials A general return of balances which would 
never under ordinary circumstances have left the London 
market at all, and a general conviction that sterlmg could 
not fall but would almost certainly rise sooner or later 
towards the old parity, would be sufficient to overcome 
the objections to such transfers with uncovered exchange 
nsk pomted out by Mr Keynes in 1922 ® In fact, at the 
end of July the London money market experienced some 
inquiry on American account as to six months deposit 

^ The London Economtst, January 3, 1925, p 4 

® Cf. Chapter V, p. 118. 
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terms,’ while there began to be some speculative purchases 
of sterling induced both by the money situation and by 
favourable reports of the progress of the Dawes plan. A 
large proportion of Amencan purchases of sterhng made 
for money market reasons at this tune were, however, still 
in all probability covered by future sales ® 

The Effect of Upon this narrow but expectant market, the 
ProtoSfon the Signing and ratification of the 

sterhng-Doilar London Protocol putting into effect the 
Exchange Dawes plan for German Reparations could 
not fail to have a great effect The immediate market re- 
actions were of a mixed character On August ii, sterling 
rose to 4 57 in anticipation of a final agreement on the 
Protocol, the demand for sterlmg coming from the New 
York rather than the London side of the market But 
after the great document was actually initialed on August 
16, sterhng reacted, falling to 4 47! on August 20, a total 
loss of nearly 10 points This was due to profit taking 
m part, and in part to covermg of their requirements of 
dollars by merchants who had been hoping for still higher 
rates Furthermore, the initiahng of the Protocol was not 
the final step in putting the Dawes plan through Un- 
certainty as to German ratification remained as a factor 
holding back speculative purchases of sterlmg, while at 
the same tune doUar reqmrements were increasing on 
account of wheat and cotton shipments Even the actual 
ratification of the Protocol on August 30 did not result in 
a very substantial improvement, the rate rising only to 
4-501 before reacting under pressure of French and German 
buying of dollars It was not until mid-October that a 
real change in the course of sterhng was noticeable, but 
dunng September and the first half of October the market 
was firm in the face of autumn requirements for dollars 
Sterling found support from Dutch and other Continental 
sales of dollars representmg in part the payment of the 
proceeds of private German loans m America On October 
14, however, the successful flotation of the International 

’ Samuel Montagu & Co , Foretgn Exchange Letter, July 31, [1924. 

® Ibtd. 
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Loan to Germany removed the last uncertainties as to 
whether the Reparations question had been successfully 
dealt with for a considerable period to come, and shortly 
after this important financial achievement the pound 
sterling began its final and defimtive nse to panty 
The most lasting and deep-seated change which followed 
the success of the Reparations negotiations was the revival 
of confidence in the economic future of Europe This had 
two direct and powerful consequences for the sterling- 
dollar exchange. One of these was the commencement 
of the return to Europe of European balances and capital 
temporarily employed m America, and the second was the 
revival of American loans to Europe Both of these will 
be dealt with a little later when the difficulties which they 
helped to overcome have been considered. 

The unbroken improvement in the pound sterling from 
4 49, where it stood on October 23, 1924, to the old gold 
The Return of export point from England to Amenca, which 
steriing^to it reached on April 28, 1925, was made in the 
o£,^^4!^to face of formidable adverse conditions The 
April, 1925 most important of these is shown by the 
figures of British trade given in Table 12 
From this table it appears that the adverse merchandise 
balance of trade of England reached abnormally high 
figures during the second half of 1924 This is in part 
explained by the increase of certain types of imports due 
to anticipation of the re-unposition by the impending Budget 
of the McKenna safeguar^g or protective duties on cer- 
tain imported articles, of which the most important was 
The Pound motor-cars A more important cause, how- 

Risesinthe ever, lay in the fact that during this period 

HeS^y^Adverse sterlmg-dollax exchange rate was such 
Merchandise that the pound sterhng enjoyed a substan- 

Baiance tially larger purchasmg power over com- 

modities when translated mto its dollar equivalent than it 
did over commodities in England. In other words, the 
pound sterhng was agam over-valued by the sterhng- 
doUar exchange rate As a result the cost of British im- 
ports in pounds sterhng was decreased relatively to the 
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TABLE 12 


British Merchandise Trade, 1922-1925 
{In MtlUons of Pounds ) 



1933 

1923 

1924 

1935 

First Quarter 





Imports 

233 8 

273.6 

301.7 

351.9 

Total Exports 

214.8 

214.6 

232.5 

248.6 

Excess of Imports 

Second Quarter 

19.0 

59.0 

69.2 

103.3 

Imports . . . 

253-7 

265.2 

296.8 

325.7 

Total Exports 

192.6 

232.4 

230.0 

221.5 

Excess of Imports 

Third Quarter 

61.1 

32.8 

66.8 

104.2 

Imports 

241.3 

248.8 

311.2 

288.3 

Total Exports 

205.1 

207 6 

229.6 

222.0 

Excess of Imports 

Fourth Quarter 

36.2 

41.2 

81.6 

66.3 

Imports 

275.5 

310.7 

370.8 

357.8 

Total Exports 

21 1. 7 

232.9 

243.4 

235.4 

Excess of Imports 

Year 

63.8 

77.8 

127.4 

122.4 

Imports 

1003.1 

1096.2 

1277.4 

1322.8 

Exports 

719.5 

767.2 

800.9 

773.0 

Re-exports 

103 6 

118.5 

139.9 

154.4 

Total Exports 

823.2 

885.8 

940.9 

927.4 

Excess of Imports 

179.9 

210.4 

336.5 

395.4 


Sources * The Economist (London) : January 16, 1926, p 91 , 
January 17, 1925, p 85 , January 19, 1924, p 87 , January 13, 
1923, p. 48 

cost of British products in general For the first time 
since midsummer of 1922, British importers were put in 
a position of relative advantage m making their purchases 
in America By the same token the shght advantage which 
British exporters had enjoyed, in competition with American 
exporters in neutral markets and m the American market 
was eliminated, and they were placed instead at a slight 
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disadvantage due to the diminution in their returns in 
sterling without a corresponding diminution in their costs 
The extent of this over-valuation of the pound, as cal- 
culated on the basis of the Statist and Bureau of Labour 
Statistics Indexes of wholesale prices is shown in Table 13 


TABLE 13 



J924 

1925 

Average 

Exchange 

Rates 

Calculated 

Purchasing 

Power 

Panty 

Average 

Exchange 

Rates 

Calculated 

Purchasing 

Power 

Parity 

January . . 

4*259 

4564 

4781 

4*580 

February . 

4307 

4538 

4-772 

4664 

March . 

4290 

4 534 

4776 

4 777 

April 

4351 

4*473 

4-795 

4686 

May 

4360 

4443 

4854 

4726 

June . . 

4319 

4410 

— 

— 

July 

4370 

4388 

— 

— 

August . , . 

4 499 i 

4505 

— 

— 

September . . 

4605 

4368 

— 

— 

October . , 

4487 

4300 

— 

— 

November . 

4-609 

4 354 

— 

— 

December 

4-695 

4391 

— *. 

— 


Source: 1924 — Commission of Gold and Silver Inquiry, 
United States Senate ; Vol I, p 456 1925 — Calculated upon 

the same basis as the 1924 figures 


The table discloses the somewhat paradoxical fact of a 
well sustained downward movement in purchasing power 
parity runmng parallel with a weU sustained upward move- 
ment of exchange rates The relationships involved are 
not only interesting in themselves, but have a direct bearing 
upon the problems of England m returning to a gold stan- 
dard They therefore invite at least a brief examination 
Durmg the last half of 1922 and nearly all of 1923 the 
American price level was actually above the British pnce 
level The rate of the sterlmg-doUar exchange, however, 
was consistently too low to express accurately this relation- 
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ship It has already been pointed out that during the pro- 
^ , longed struggle in the Ruhr the pressure exerted 
valuation of wpoii Bntisli importers and the advantages 
the Pound— given to Bntish exporters by this circum- 
1922-1923 stance was an important element m keeping 
the sterlmg-dollar rate fairly steady m the face of many 
other exceedingly adverse conditions It gave most of 
its meaning to the expression that “ the underlying con- 
ditions ” in the exchange market were favourable to the 
pound At about the tune of the “ flight from the pound,” 
however, this relationship between the two price levels 
was ended Fear of inflation has been cited as one of the 
reasons for the “ flight from the pound,” and indeed there 
was more than a verbal misunderstanding to give grounds 
to this fear, for British prices did nse from 147 in August, 
1923, to 163 m February, 1924 Such a nse of 16 points, 
or over 10 per cent , in six months would have been considered 
” sensational ” had not aU pre-war standards of judgment 
in such matters been upset by the cataclysmic movements 
of the war and post-war period In the meanwhile, prices 
in America were falling slightly But the extraordinary 
drop in the sterlmg-dollar exchange rate due to the com- 
bination of causes desenbed in Chapter VII was sufficient 
to offset practically all the advantages which the great 
alteration in the price relationships between England and 
America would otherwise have given to British importers 
as compared to exporters In February, 1924, these were 
m about the same relative position as far as the effects of 
under-valuation of the pound sterlmg were concerned, as 
they occupied in midsummer of 1922 and during the inter- 
vemng period The influence of relative prices upon 
trade was still a factor favourable to the pound sterhng. 
As sterhng recovered from its great depression, however, 
and most of the influences which had prevented it from 
rising were one by one removed, the eflects of the altered 
price relationship became mamfest The rates of the 
second quarter of 1924, low as they were, more nearly 
represented the relative purchasmg power of the two curren- 
cies than had been the case for a long time. The situation 
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was growing more favourable for British importers, and 
as the sterhng-dollar rate rose for other reasons, it became 
more and more so The trade figures already quoted show 
that the importers were not slow to take advantage of the 
turn of events Even when American prices 
ReiaSririce began to rise in the latter part of 1924, the 
Leveis—The Situation did not alter, for English prices rose 
valued 111^924 faster. As a result, the relationship of the 
two price levels of England and America be- 
came an mfluence tendmg to counteract the rise of sterhng 
in 1924, while in 1922 and 1923, it had been an influence 
tending to prevent its dechne Over-valuation of sterhng 
took the place of under- valuation The export industries of 
England became the ones who had to bear the brunt of 
the costs that were involved in the final return to sterhng 
parity Though the volume ® and even the value of ex- 

•The direct exports of England to the United States, for example, 
began to increase steadily %n volume compared to the corresponding months 
of the previous year from August, 1924, on. The monthly figures of 
imports into the United States from England during 1923-1925, reduced 
to 1913 prices by use of the Federal Reserve Board's indexes of import 
and export prices so as to present changes in the volume of trade, were 
as follows . 

United States Imports from England 


^Expressed vn 1913 dollars — 000 omitted ) 



1923 

1924 

Increase or , 
Decrease, 
1924 over 
1923 

1925 

Increase or 
Decrease, 
1925 over 

1924. 

January . 

$ 

34.157 

% 

21,562 

% 

-1075 

$ 

23,965 

% 

II 14 

February 

24,109 

23,312 

- 331 

23,056 

— I 10 

March 

32,071 

19.493 

—39 22 

27,500 

41 07 

April 

26,598 

20,637 

—22 42 

22,253 

7'82 

May 

28,411 

19.645 

—30 86 

22,715 

15 62 

June 

21,826 

18,204 

— 16 60 

18,632 

235 

July 

19,020 

17.463 

-24 25 

22,736 

30 19 

August 

17.845 

18,611 

429 

22,595 

21 40 

September . 

18,147 

22,866 

26 00 

21,727 

- 897 

October 

21,881 

25.019 

14 34 

26,191 

468 

November 

18,843 

23,782 

26 21 

29,000 

21 94 

December 

19.590 

26,400 

34 76 

26,060 

— I 29 

Year . . . 

272,498 

256,994 

- 569 

286,430 

II 45 
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ports increased somewhat m 1924, yet gradually as the 
year wore on British exporters began to find their order 
books falling off in various parts of the world, due almost 
solely to the fact that with the rismg exchange they could 
not meet the competition of others on the basis of their 
then existing costs of production. 

The situation of the import and export industries relative 
to each other was one that called for correction. It did 
not have a permanent basis. And mdeed the correction 
began to take place early in 1925 For the greatly increased 
imports had to be disposed of, and in order that they might 
find their market the price put on them m England had to 
be nght It is not surprising, therefore, to find the price 
level m England undergoing a sharp dechne in the first 
part of 1925, most of which is accounted for by reductions 
in the pnces of imported foodstufis and raw materials 
The adjustments m the export mdustries which were also 
required did not, however, begin to take place till after the 
return to the gold standard. Viewing the price situation 
as a whole, there is little doubt that much of the conflict 
of economic interest in England preceding and immediately 
following the return to gold may justly be attributed to 
the two periods of rapidly nsmg pnces in England which 
began in the summer of 1923 and the summer of 1924. 

The overvaluation of the pound in the fall of 1924 
and early in 1925 was a fact very clearly recognized by 
the financial authorities in England It was made, in 
fact, one of the official, or at least semi-official arguments 
m favour of the return to the gold standard The Com- 
mittee on Currency and Bank of England Note Issues, 
upon whose report the case for the actual return to gold 
in April, 1925, was largely rested, took the position (m 
paragraph 20 of its final report) that sterhng was over- 
valued m the foreign exchanges to the extent of 10 per cent.^® 

London Economtst, April 4, 1925, p 648 

Cf Gregory, T E , The Return to Gold, London, 1925, p 39 

The figure appears high if the general pnce level in the two countries 
IS considered as the significant criterion of purchasing power parity On 
the other hand, it accords well with the overvaluation of the pound on 
the basis of the price indexes of commodities entering into international 
trade 
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both at the time of resumption and in September, 1924, 
when its findings were first drawn np From this the Com- 
mittee developed the argument that failure to return 
definitely to the gold standard might mean a dechne m 
sterling down to or below the point justified by its pur- 
chasing power parity with the dollar 
The heavy adverse visible balance of trade during the 
latter part of 1924 and early 1925 was not the only 
adverse factor m the sterlmg-doUar exchange market On 
other Un- December 15, 1924, there was a large pay- 
FaSSn the $91,000,000 to be made on the Anglo- 

Exchange American debt for which exchange had to be 
Market accumulated in New York In addition, 

there was the fact already referred to that no support was 
forthcoming from gold shipments to New York. On 
the contrary, gold movements were actually a burden on 
the sterling-doUar exchange because the shipments to 
India and Australia from the Umted States were financed 
through London And in addition it must not be forgotten 
that the fall of the year is always a period of pressure upon 
sterling due to the movement of raw material into England. 
Although the autumn pressure had been very greatly 
mitigated by changes in financial arrangements it could 
not be eliminated altogether 
In the face of all these formidable adverse conditions 
the pound sterling experienced an unbroken improvement 
from 4*49 on October 23, 1924, till 480^ was reached on 
January 29, 1925 This result was brought about by very 
large movements in the invisible balance favourable to 
the pound, of which two have aheady been mentioned 
Powerful financial expedients were resorted to to attract 
borrowers to the New York market and to keep them out 
of the London market, and to attract lenders to the London 
market and keep them out of the New York market The 
chief, but by no means the only, means adopted to secure 
these ends was the action taken by the Federal Reserve 
Bank of New York and the Bank of England, whereby 

Text of Report publxsked in 'Federal Reserve Bulletin, June, 1925, 
P 375 
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money rates in London were kept higher than money 
rates in New York as a matter of international financial 
policy Under the stimulus of the new relationship of 
money rates in part, but much more influenced by restora- 
tion of confidence in the economic and financial future of 
The Transfer England, balances formerly held in London 
of Balances to began to be repatriated from America By 
London. October of 1924 this movement seems to have 
been in progress on a large scale, and it remained an 
important support for sterhng throughout the rest of its 
rise to parity Somewhat different in motive and probably 
less important in amount was the shift of balances to 
London caused merely by the difference in money rates. 
It is not possible to trace these transfers of balances in 
detail from published figures. But an interesting illus- 
tration of the repatriation of European balances may be 
observed actually in progress in the books of one New York 
financial institution Between December, 1924, and Decem- 
ber 31, 1925, the deposits of the International Acceptance 
Bank, Inc , of New York fell from $44,460,169 14 to 
$30,896,605.70 Since this institution is permitted by 
its charter to accept only foreign deposits, this diminution 
in deposits reflects very clearly the return of balances 
to Europe.^® Taking the estimates of the whole movement 
of foreign balances to and from the Umted States m con- 
trast to the single example just mentioned, we find that for 

Messrs Samuel Montagu & Co , Foreign Exchange Letter, October 30, 
1924 

In bis address before tbe Annual Meeting of the Stockholders on 
January 19, 1926, Mr Paul Warburg, Chairman of the Board of Directors 
of the International Acceptance Bank, Inc , commented on this move- 
ment in deposits as follows ‘ ‘ The shrinkage in deposits was to be expected 
when the pound sterling was put back on a basis of free convertibility 
into gold America then ceased to be the exclusive haven for gold reserve 
balances, and as England was obhged to offer higher rates of interest 
than the United States in order to protect her exchanges, it was only 
natural that a portion of the foreign balances heretofore kept in New York 
should flow to London Moreover, when other European countries 
re-estabhshed a basis for pohtical and monetary stability, the confidence 
regained in their own currencies resulted in a withdrawal of some of the 
balances they had maintained in the Umted States As under our charter 
and regulations we are permitted to take only foreign deposits, this change 
of conditions affects us more than banks free to accept both domestic 
and foreign deposits" Annual Report of the International Acceptance 
Bank, Inc , 1925. 
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1924 the United States Department of Commerce estimated 
that there was an increase of foreign balances in the United 
States of 216 million dollars, and a decrease in 1925 of 61 
miUion dollars 

While lenders at short term were thus coming into the 
sterling-doUar exchange market to purchase sterling, 
borrowers for longer periods were finding New York more 
and more ready to grant them accommodation After the 
conclusion of the Dawes plan negotiations, American loans 
to Europe increased immediately and greatly During 
the first six months of 1924 American loans to European 
borrowers amounted to about $87,000,000 exclusive of 
refunding issues and represented only 39 per cent of all 
new foreign loans floated in America during that period. 
During the next six months the amount had increased to 
America Re $425,000,000 and the proportion of European 
sumes Lending loans to total American foreign loans to 54 
Laf^Scale^ ^ cent., while for the period between the 

^ ® ^ ® adoption of the Dawes plan and the return of 
England to the gold standard well over half a billion dollars 
of European loans were floated in the United States, repre- 
senting about 57 per cent of all the foreign issues sold m 
America dunng that period These loans were impor- 
tant for the sterling-dollar exchange in two ways, only 
one of which was favourable to the pound As has been 
mentioned in the preceding chapter, the immense increase 
in the amount of foreign issues offered in New York was 
one of the outlets afforded in Amenca for the employment 
of the superstructure of bank credit that had been made 
possible by additions to American gold supply and Federal 
Reserve open market pohcy They were, therefore, one 
of the means by which this credit expansion was pre- 
vented from influencmg the course of commodity prices 
in Amenca. In view of the stimulus given to British 
imports by relatively low prices in Amenca and the adverse 
effect of this upon sterling, the great volume of foreign 

Uiuted States Department of Commerce, Tvade Informatton Bulletin, 

503, 1926, p VI 

” Based on the compilations of the Commercial and Financial Chronicle. 
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loans must be regarded as havmg had an influence un- 
favourable to the return to gold in England. This indirect 
result was, however, far more than counter-balanced by 
the direct favourable effect of the loans For they pro- 
vided dollar exchange to borrowers with payments to make 
m the United States, a large proportion of which would 
otherwise have had to be met by sale of sterhng balances. 
This direct support to the sterling exchange through the 
diminution of the demand for dollars resulting from foreign 
borrowing in America was supplemented in November, 
1924, by the so-called “ embargo on foreign loans brought 
into effect in London The increase in the adverse balance 
in her visible trade, which had been a disturbing fact in 
British economic life for some time, made it appear essential 
The Embar o directors of England’s financial policy 

onForeig?^^ to prevent, if possible, any further strain 
llSdon^ upon the sterhng exchange as the time of its 
return to parity approached. The estimates 
of the balance of payments of the United Kingdom,^® though 
they are incomplete, omitting, for example, estimates of 
private purchases and sales of foreign securities, neverthe- 
less indicate sufiiciently clearly that if large remittances 

The revised figures for 1923-1925 published by the Board of Trade 
are as follows 


Balances of Income and Expendituke in the Transactions between 
THE United Kingdom and all other Countries, 1923-1925 
{In Mtlhons of Pounds ) 



1923. 

1924 

19*5 

Excess of Imports of Merchandise and Bulhon 
Excess of Government Payments made Overseas 

195 

25 

324 

25 

384 

II 

Total Debit Items (Imports) 

220 

349 

395 

Net National Shipping Income 

Net Income from Overseas Investments 

Receipts from Short Interest and Commissions 
Receipts from other Services 

133 

200 

30* 

140 

220 

60 

15 

124 

250 

60 

15 

Total Credit Items (Exports) 

373 

435 

449 

Available for Investment Overseas 

153 

86 

54 


* Commissions only 

Board qf Trade Journal, January 21, 1926, p 70, and January 27, 1927, 
P 93 
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abroad of the proceeds of foreign loans floated in London 
were permitted, there might have been serious interference 
with the process of bnngmg the pound sterling back to 
parity It was imperative that England should not lend 
beyond her means if the return to gold was not to be im- 
perilled The figures compiled by the Board of Trade show 
that the amount “ available for investment overseas ” in 1923 
was £153 million, but dechned m 1924 to £86 million, and for 
1925 was only £54 milhon The method of imposing the 
embargo was quite unobtrusive, informal, and character- 
istically Enghsh From November, 1924, to November 
1925, seven months after the return to gold, it was perfectly 
well understood that new issues of foreign loans could not 
be floated in London It was merely made known to those 
considering such issues that they would not meet with the 
approval of the Bank of England This was sufhcient 
Though it was without a shred of legal or legislative 
justification, the embargo was exceedingly effective The 
faUmg off in the aggregate of foreign loans m the London 
market after the embargo was put into effect, is shown 
by Table 14 

TABLE 14 

New Capital Applications in the London Market, 
1913-1925. 

{In Pounds ) 



Umted 

Kingdom 

British 

Possessions 

Foreign 

Countnes. 

1913 . 

35,951,200 

76,137,200 

84,448,600 

1920 

328,021,400 

31,639,000 

7,888,400 

1921 

276,176,500 

90,577,800 

22,223,100 

1922 . . 

443,518,300 

74,924,200 

35,233,100 

1933 . 

133,915,600 

92,722,900 

44.754.7o<^ 

1924 . . 

84,612,400 

72,276,900 

52,436,800 

1935 . . 

155,018,300 

60,919,000 

16,276,500 


Source , The London Econormst , Commercial History and 
Review of 1925, Febraary 13, 1926, p 76. 


“ Cf. Chapter XII, Note 28 
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Of the small amount of foreign loans made in 1925 
probably fully one-half were made in the final quarter 
after the embargo was hfted None whatever were made 
to foreign governments during that entire year This is 
apparent from Table 15, which is taken from the figures 
of the London Economist and includes the bulk, but not all, 
of the foreign loans floated in London . 

TABLE 15 


Purposes for which New Loans were made in the London 
Money Market, 1924-1925 
{In Thousands of Pounds ) 




Year 1925 

Year 

1924 

Three 
Quarters 
to Sept 

30 

Fourth 

Quarter 

Whole 

Year 

Colonial Government Loans 

50,081 

18,814 

11,884 

30.699 

Foreign Government Loans 

40,619 

Nil 

Nil 

Nil 

Colonial Corporations 

6.135 

685 

1.938 

2.623 

Foreign Corporations * 

2,412 

1.350 

Nil 

1.350 

Colonial Railways 

Nil 

1,681 

Nil 

! 1,681 

Foreign Railways 

955 

875 

2,910 

3.785 

Mines, Fin and Exploration 

12,961 

10,990 

7.124 

18,115 

Rubber 

701 

4.351 

9.505 

13.856 

Oil 

1,607 

857 

4,442 

5.299 


* Municipal and local Government corporations 


Source The London Economist, January 21, 1926, p. 7. 

In this way the borrowings and lendings on capital 
account between the United States, England ,and the 
Continent were so arranged as to reduce the demand for 
dollars in the London exchange market as far as possible 
It was also the case that cotton and wheat biUs appeared 
in the market somewhat later than usual m 1924, partly 
because of changes in the methods used to finance these 
shipments The circumstance was favourable to sterling, 
for these bills came upon a market well provided with 
dollar exchange as a result of the foreign loans placed in 
America and the commencement of the return flow of 
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balances to England. As a result they were readily absorbed, 
and did not depress the rate as they must have done had 
they been offered in the narrow markets of earher months 
The rise of the pound to parity was interrupted at the 
end of January for reasons which were perfectly definite 
The Set-Back of and which once more illustrate the obstacles 
February, 1925 with wluch the final steps of the great effort 
were beset The rate fell from 480I on January 29 to 
475 on February 19 Heavy purchases of gram late m 
January and early in February at relatively high pnces 
were one depressing influence The provision of dollars 
with which to finance the gold exports from America to 
Australia and India already referred to was another 
important source of sales of sterling In addition, there 
was m progress m February a renewed " flight from the 
franc ” m spite of the prohibition laid upon the export of 
French capital This had its usual effect upon the sterlmg- 
doUar rate due to the purchase of dollars for French account 
m the London market. Moreover, there was some slowing 
up in the volume of foreign loans being floated in New York 
The interruption of the advance of sterling was brief 
In the first days of January, 1925, the Governor of the 
The Return to Bank of England visited the United States 
Parity for conferences with the heads of the Federal 

Reserve Bank of New York This visit, combined with 
the probability that a defimte announcement regard- 
ing the return of England to the gold standard m the 
forthcoming Budget speech m April, 1925, began to bring 
into the exchange market an entirely new element favour- 
able to sterling This was speculative purchases of ster- 
ling in anticipation of the return to par It was, in fact, 
almost certain that the Government would take a stand 
in the Budget speech because of the expiration of the Gold 
and Silver (Export Control) Act on December 31, 1925, 
which prohibited the export of gold from England except 
under license Failure to renew this Act or pass other 

Samuel Montagu & Co , Fore%gn Exchange Letter, February 5, 1925. 

Ib%i , February 12 and 19, 1925 

I}nd , February 19, 1925 

Cf Chapter II, p 39 
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legislation in its stead would have put the Bank of England 
under obhgation to sell gold for export, and have placed 
England back on the gold standard automatically as long 
as the stock of gold in the Bank’s vaults held out. Action 
of some sort on the gold question was certain, and specula- 
tive opinion leaned heavily to the view that it wo^d not 
be action declaring ot&cially England’s inability to re- 
establish a free gold market at the end of 1925. On March 
5, 1925, the probabilities that the return to gold was im- 
pending seemed greatly increased The Federal Reserve 
Bank of New York, which had so long pursued a cheap 
money policy, finally raised its rate of discount from 3 to 
per cent This action was taken on a Thursday after the 
weekly meeting of the Bank of England and momentarily 
weakened sterling But the Bank of England rate for 
advances was immediately raised a full i per cent from 4I 
to 5| per cent, and the official rate of discount was, as 
this action suggested, raised i per cent on the following 
Thursday to 5 per cent. Speculative purchases of sterling 
now strongly reinforced the purchases for the repatriation 
and transfer of balances, and the amount of American and 
Continental funds seeking short-term employment in London 
became so great as actually to weaken money rates in that 
market By the mormng of Tuesday the 28th of April 
the rate had crept up to 4 8i|, at which rate there were 
buyers of dollars m the market, but after the Budget speech 
it jumped the remaimng distance to about the gold export 
point at 4 84 

The legal arrangements whereby England re-established 
the gold standard announced in the Budget speech of 
The Return to ^inston ChuTchill on April 28, 1925, were 
the Gold Stan- Simple, but not Without points of technical 
dard— -April, interest quite apart from the general economic 
importance of the return itself They put 
into effect the recommendations of the Committee on the 
Currency and Bank of England Note Issues This Com- 
mittee had been appointed without ostentation in June, 
1924, and had been charged with the task of considering 
Samuel Montagu & Co , Foreign Exchange Letter, March 19, 1925* 
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the time and manner of the amalgamation of the Bank 
of England Note Issue and the Currency Note Issue 2s In 
reahty it laid down the prmciples and the technique of the 
return to gold In conformity with the recommenda- 
tions of this Committee, the return of England to the gold 
standard was accomphshed by the fohowmg steps 

First The declaration by the Chancellor of the Ex- 
chequer that the Gold and Silver (Export Control) Act would 
not be renewed on December 31, 1925 

Second The granting of a general license to the Bank 
of England to dehver gold for export against any form of 
legal tender 

Third The passage on May 13 of the Gold Standard 
Act, 2® which provided 

{a) That the Bank of England was under obligation to sell 
gold bullion m amounts of not less than 400 fine ounces in ex- 
change for legal tender at 77s. io\d per standard ounce 

ip) That notes were to be convertible into com only at the 
option of the Bank of England, unless otherwise provided by pro- 

Gregory, T E , op ctl , p 38 

2® Section I of the Gold Standard Act of 1925 (15 and 16 Geo V ch 29) 
reads as follovps 

" (i) Unless and until His Majesty by proclamation otherwise directs — 
“ (a) The Bank of England, notwithstanding anything in any Act, 
shall not be bound to pay any note of the Bank (in this Act 
referred to as ‘ a bank note ') in legal coin within the meamng 
of section six of the Bank of England Act, 1833, and bank 
notes shall not cease to be legal tender by reason that the 
Bank do not continue to pay bank notes in such legal com 
" (b) Subsection (3) of section one of the Currency and Bank Notes 
Act, 1914 (which provides that the holder of a currency note 
shall be entitled to obtam payment for the note at its face 
value in gold coin) shall cease to have effect 
“ (c) Section eight of the Coinage Act, 1870 (which entitles any 
person bringing gold bulhon to the Mint to have it assayed, 
coined and dehvered to him) shall, except as respects gold 
bullion brought to the Mmt by the Bank of England, cease 
to have effect 

'* (2) So long as the preceding subsection remains in force, the Bank 
of England shall be bound to sell to any person who makes a 
demand in that behalf at the head of&ce of the Bank during 
the otB.ce hours of the Bank and pays the purchase price in 
any legal tender, gold bulhon at the price of three pounds, 
seventeen shillings and tenpence halfpenny per ounce troy of 
gold of the standard of fineness prescribed for gold com by the 
Coinage Act, 1870, but only in the fprm of bars containing 
approximately four hundred ounces troy of fine gold ” 

Section 2 authorizes the Government to borrow money for the defence 
of the new parity. 
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clamation, and that the nghtto present bullion at the Mint to be 
converted into com was to be restricted to the Bank of England. 

Fourth The transfer of £27,000,000 of gold in the Cur- 
rency Note Reserve to the reserve of the Bank of England 
and their replacement by Bank of England notes. 

F^fth The estabhshment of American stabilization 
credits to defend the pound dunng the first two years after 
the return to parity. 

All of these steps have become famihar to all whose interest 
has been even shghtly directed towards the study of cur- 
rent monetary history, and many of them to a much wider 
pubhc They have been ably dealt with by many writers 
of authority. Only one or two points will be commented on 
here, therefore, which have a special bearing upon the type 
of gold standard thus brought mto bemg as compared with 
the gold standard of pre-war days Of the changes now 
introduced into British monetary practice the fundamental 
one is the removal of restrictions upon the export of gold 
The provisions of Section I of the brief Gold Standard Act 
underline the fact that the one great and essential thing 
that was done was to restore the possibihty of free move- 
ment of gold out of England in international trade The 
small individual Bank of England noteholder was ruled 
out as a factor in the admimstration of the new gold stan- 
dard by the provisions of the Act. The Bank of England 
was obliged to sell gold at the standard price of pre-war 
days only m amounts of 400 fine ounces — or, in other words, 
only to those who wanted gold for the trade or for export 
On the other hand, the Bank was still obliged to buy 
gold offered to it at 77s gd m any amount, as the provisions 
of the Bank Act of 1844 stiU governed this point, never 
having been altered or amended m any way Moreover, 
the noteholder could not, under the terms of the new Act, 
convert his Bank of England note into gold at the Bank 
Nor could any private individual take gold to the Mint 
for coinage, for this privilege was restricted to the Bank of 
England alone Thus free mterchangeability between 
Bank of England notes and gold and between gold bullion 
and gold com, was for the first tune legally suspended. 
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And this by the very act that restored England to a gold 
standard No more defimte statement could have been 
made that a gold currency was no longer considered of 
the essence of a gold standard or even a necessary adjunct 
The Abandon- dropping out of the gold 

mentofthe currency at the moment of victory in the 
Gold Currency, return to gold marks a step m 

financial history of the first importance. Lip-service was 
still rendered in many countries, and even in England, 
to the gold currency as something to be desired and even 
striven for in the future. Indeed, some countries made 
strenuous efforts to include it in their stabilization pro- 
grammes But the action of England in returning to a 
gold standard without it definitely placed the gold cur- 
rency in the category of a luxury, not of a necessity. This 
was a far cry from the view which it was possible for public 
men to take m 1914 and again in 1920 when the Gold and 
Silver (Export Control) Act was passed, namely that the 
gold standard continued to exist even after the export of 
gold was abandoned, if only convertibihty remained 
The other aspect of the measures taken by England m 
returning to gold to which attention will be called is the 
provision of stabilization credits in Amenca It is not the 
fact of their provision nor their size, though both of these 
were of obvious importance in the whole scheme of the 
return to and maintenance of the gold standard, that 
make these credits so significant for the student of the 
newly emerging gold standard. Nor is it the fact that 
they afforded a great precedent for a long hne of similar 
loans in connection with other stabilization plans It 
The Provisiou extraordinary flexibility of their 

of stabilization provisions which give them unusual signifi- 
Ammc^their modem monetary technique, even 

Significance for if m practice they were never used. For these 
staM^d*^°^^ credits were so arranged that, if need arose 
to provide dollar exchange m defence of 
sterling parity, this could be done to the accompamment of 
any desired money market effect. The arrangements for 
Cf, Chapter II, Note 42. 
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securing American helpm the defence of the pound sterling 
were of two kinds In the first place a banking group 
headed by J. P Morgan & Co agreed to extend to the 
British Treasury a credit amounting to $ 100 , 000,000 
And in the second place the Bank of England arranged 
with the Federal Reserve Bank of New York for the pur- 
chase of gold to the amount of $200,000,000 at any one 
time with agreement to resell the gold within two years 
The matter has been expressed in this way in preference 
to making use of the term '' a credit ” in describing the 
transaction in order to brmg out its nature In his exposi- 
tion of the nature of these arrangements given before the 
Banking and Currency Committee of the House of Repre- 
sentatives, Governor Strong, of the Federal Reserve 
Bank, pointed out with the utmost clarity that in order 
that the purpose of the arrangement might be achieved 
some means must be found by which the Bank of England 
could make payment for the gold thus sold to it m a form 
which would not enable the New York Bank to claim gold 
in England This difficulty was overcome by having the 
Bank of England give a deposit credit on its books, under 
agreement to invest a part of this deposit credit in " ehgible ” 
biUs from tune to tune dunng the two years. In case 
such investment should prove to be inconvenient from the 
point of view of monetary pohcy in England, the Bank 
of England was free not to make such investment, but to 
pay interest on the deposit credit instead This curious 
but ingenious arrangement was designed to produce the 
result that the Federal Reserve Bank, while in form selhng 
part of its gold in return for a deposit credit in London, 
yet actually was to receive interest on the proceeds of the 
sale quite irrespective of the use made of these proceeds, 
just as if the gold had been merely borrowed on the note 
of the Bank of England 

This arrangement was made for the sole purpose of pro- 
tecting the pound sterhng from falhng below the gold 

The whole of Governor Strong’s testimony on this point which begins 
on page 494, Vol I, of the published Hearings on H R 7895, is of great 
interest. 
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export point This object could best be achieved by 
bnngmg about the same financial effects in the two money 
markets that would actually be brought about by a ship- 
ment of gold from England The arrangement did, in 
fact, provide a means whereby the financial effects of a 
future shipment of gold could be obtained in the present, 
for the obligation assumed by the Bank of England was to 
The stabihza- P^^ovide gold m the future in return for gold 
tion Credits supphed in the present by the Federal Reserve 
Analysed System Now the financial effects of an export 
of gold from England to America are primarily to provide 
dollar exchange, and secondarily to reduce the amount of 
reserve funds in England and increase them in America 
The arrangement between the two banks made it possible to 
secure these results as follows gold would be sold by the 
Federal Reserve Bank to the Bank of England against a 
deposit credit on the latter’s books This gold would be 
taken from the reserve of the Federal Reserve Bank and 
held at the disposal of the Bank of England It could 
be used by the Bank of England in one of three ways, 
which Governor Strong hsts as follows 

"i It may be exported at the direction of the Bank of 
England 

“a It may be earmarked, taken out of the reserve of the 
Federal Reserve Bank and held for safekeepmg for 
account of the Bank of England, thereupon no longer 
formmg a part of the assets of the Federal Reserve 
Bank but becommg an asset of the Bank of England 
as gold held abroad. 

“ 3 It may be used for the purpose of making pajunents in 
the United States ” 

Bearing in mind that the mam purpose of the whole 
arrangement was to defend the pound sterhng, the third 
alternative use would be the most hkely one. If, for example, 
the Bank of England had sold a cable against the gold 
thus secured m New York to support sterling, the bank to 
whom it made payment would receive gold or, in practice. 
Federal Reserve funds secured by the Bank of England 
in exchange for its gold. In this way the total reserve 
*® Hearings on H if. 7895, Vol I, p 501. 
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funds in America would be increased just as if gold had 
been imported, but instead of actually having additional 
gold against increased deposit liabdity, the Federal Reserve 
System would have the obbgation of the Bank of England 
(guaranteed by the British Government) to provide it 
with gold in, say, two years. In the meanwhile, in London 
the cable transfer on New York sold by the Bank of England 
would have to be paid for ultimately by Bank of England 
funds, and would have, therefore, the same deflationary 
effect in London as if gold had actually been withdrawn 
from the Bank. This deflationary effect in London could 
be offset, and the inflationary effect m America preserved, 
however, if the deposit credit created in favour of the 
Federal Reserve Bank on the books of the Bank of England 
were at the same time mvested in bills in the London market, 
thus putting Bank of England funds into the market. 
When at a later and more convenient date gold was actually 
shipped by the Bank of England, it would have no money 
market effects except those resulting from the sale of bills 
held for the Federal Reserve Bank m London. 

The alternative use of the Government credit with the 
J P. Morgan group provided another means of creating 
doUar exchange, m this case without affecting the reserve 
accounts of member banks in New York 

At the conclusion of a long and arduous effort, the out- ' 
line of which has been traced in the preceding chapters 
under the detailed guidance of the happemngs in the buJhon 
and foreign exchange markets, a gold standard at last was 
achieved in England. It made its appearance without 
one of its former glories, a gold currency, and under the 
asgis of powerful and ingemous banking arrangements 
which though not in fact utilized to protect it, yet illus- 
trated beyond a doubt that the automatic element which 
was one of the features of pre-war gold standard tradition 
was destined in the new gold standard era to be reduced to 
a minimum. Before takmg up a study of the first steps 
of the new gold standard, however, some consideration 
should be given to the divisions and conflicts which its 
appearance occasioned in England. 




PART V 

THE GOLD STANDARD DEBATE 




CHAPTER X 


THE CONFLICT OF OPINION AND ECONOMIC 
INTEREST IN ENGLAND 

The final efforts put forth by England during 1924 and 
1925 in restoring the old parity and maintaining it when 
restored, brought in their tram a discussion of the prin- 
ciples and problems involved which is in itself an interesting 
sub] ect of investigation In the main the opinions expressed, 
in so far as they were contradictory, reflected a cleavage of 
economic interest between different sections of the com- 
munity It IS not the purpose of this study to record 
opinions, but to chromcle and attempt to interpret facts, 
and the brief account given in this chapter of the position 
taken by various participants in the gold standard debate 
will be designed to illustrate this cleavage of interest, and 
to set in rehef the economic antagonisms which the policy 
actually pursued m the return to gold inevitably aroused. 
This Wl necessarily mean directing attention in some 
measure away from the more spectacular aspects of the 
debate, which were the result of a fundamental difference 
of view between the supporters of the gold standard on the 
one hand and Mr Maynard Keynes on the other as to the 
type of monetary standard best suited to serve the future 
interest of British economic life. These important dis- 
cussions of underlying monetary theory, however, quite 
aside from their mtnnsic interest, helped to throw light 
upon the temper m which England approached the return 
to gold, and cannot be passed over entirely in an historical 
treatment of this subject. 

The official case for the return to the gold standard at 
the time and m the manner actually chosen is contained 
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in the first instance in the Report of the Committee on 
The Official Currency and Bank of England Note Issues. 

Case for the The arguments presented by the Committee 

Return to Gold g^g ^ 

They did not deal at all with the question of the general 
desirabdity of a gold standard from the point of view of 
the interests of the different social classes affected by its 
operation. The general advantages of a gold standard 
were not stated by the Report, but were rather taken for 
granted as self-evident (e g. Sec. 16) One particular 
advantage of such a standard was, however, stressed. By 
a dram of gold, the Report held, the gold standard gives 
a sure indication of the existence of national over-lending, 
and further it provides an automatic stop to it (Sec 34). 
The advantages offered by alternative plans were summarily 
disposed of. Devaluation was rejected without argument 
as having at all times been unworthy of consideration ® 
(Secs 6 and 7) In the mam the Report considered only 
questions of when, and how (Sec 9) The question ‘ ‘ When ? ” 
was dealt with by a threefold argument. In the first place 
it was declared that the abihty to return to gold at once 
did in fact exist, because 

our existing volume of exports, visible and invisible, together 
with the income we derive from foreign investments, is still 
undoubtedly sufficient to meet our foreign debts and pay for our 
necessary imports and even to supply a moderate balance for 
new foreign investment^' 

(Sec 12). In the second place an argument of expediency 
was used, based upon the fmt accompli of the over-valuation 
of the pound (Secs. 18, 19, 20). A serious obstacle to the 
return to gold was recognized as existing in the discrepancy 
between the Enghsh and the Amencan price levels, esti- 

^ The adjective chosen by Mr Kejmes to describe them, however, was 
"jejune,” and this was not without some degree of justification 

2 Underlying this summary rejection of devaluation there was un- 
doubtedly the strong feeling held in many very influential quarters in 
England that the return to the old gold parity involved a moral issue, 
a question of obligation and honour This feeling is well expressed by a 
phrase used by Sir Henry Strakosch in the course of a later controversy 
with Mr Keynes, in which he referred to " devaluation— -more appro- 
priately called repudiation ” Letter to The Ttmes, July 31, 1925 
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mated in the Report itself at about 10 per cent The 
maintenance of a free gold market was conceived of as 
depending upon an adjustment between the two, and the 
old problem of whether to have further deflation in England 
or wait for inflation in America was again envisaged (Sec 
16) The Report solved this problem by an argument, the 
essence of which is found in Section 20, and which runs 
in part as follows 

“The adjustment of price levels required to restore and 
maintain pre-war parity needs to be only some per cent 
larger than that required to hold the exchange at its present 
rate If the adjustment of price levels necessary to attain this 
end IS long deferred the exchange will inevitably fall back to 
the rate justified by comparative price levels or below it, since 
the psychological causes which have operated to force it up 
will tend to act m the other direction — and a period of fluctuating 
values is likely to ensue To allow the exchange to fall back 
now, with the certainty of havmg later on to raise it again, 
would be a short-sighted policy mjunous to trade and industry 
But if this view IS accepted and we are prepared to face any 
price adjustment which may be necessary to maintam the 
present exchange rate, there is nothing to be said for refusmg 
to accept the very small (i| per cent ) extra adjustment involved 
in the re-estabhshment of an effective gold standard.” ^ 

Finally the pressure from the Dominions and the probable 
return to gold by other countries was pointed out as in- 
dicating the need for quick action. On the basis of these 
considerations, the question, “ When ? was answered, 
“ Now.” 

The answer to the question “ How ? ” was contained in 
a senes of recommendations calling for action both by the 

® The strongest point in this argument of the Committee is the emphasis 
laid upon the possible ill effects of loss of confidence which might have 
resulted from failure to return to gold The argument assumes that it 
would have been injurious to British trade and industry to allow the 
sterlmg-dollar rate to fall to the true purchasing power parity between 
England and America, and then to raise it to the Mint parity at a later 
time But whether or not such a policy would have had these injurious 
results would have depended upon the course of British and American 
prices in the interval If it was to be the British policy to force the 
exchange rate to the old parity in any event in a short time even if this 
involved again overvalumg the pound and causing deflation in England, 
the whole argument is reduced to one between immediate and deferred 
action It treats the real issue as already decided 
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Government and by the Bank of England The former were 
put into effect following the Budget speech of the Chancellor 
of the Exchequer, and, with one exception, have been 
described at the close of the last chapter That was the 
recommendation that the Cunliffe hmit on the Treasury 
note issue be stnctly maintained ^ This recommendation 
was clearly deflationary in character and was reinforced 
by two suggestions concerning Bank of England policy 
The first of these was that money rates should be raised if 
necessary to protect the gold standard (Sec 32), and the 
second was that in case of need the gold reserves of the 
Bank of England should be hberally used, and that, if the 
foreign credits were drawn upon, the amounts withdrawn 
should be treated " from the point of view of the Bank of 
England’s monetary pohcy as eqmvalent to a corresponding 
loss from its own reserves ” (Sec 30) 

Upon these arguments and suggestions the British 
Government acted The speech of Mr Winston Churchill 
11, 111 presenting his Budget on April 28, 1925,® 
Budget Speed! Which incorporated the practical recommenda- 
— Apnias, tions of the Report, did not greatly increase 

the number and weight of the arguments 
advanced, though it undoubtedly added to the eloquence 
of their expression Mr. Churchill, however, did stress the 
continuity of British pohcy m connection with the return 
to gold in the following words . 

“ A return to the gold standard has long been a settled and 
declared policy of this country Every Expert Conference since 
the war has urged in prmciple the return to the gold standard 
No responsible authority has advocated any other policy ” 

He also stressed the importance of the simultaneous action 
of Holland, the Dutch East Indies, Australia and New 
Zealand, and the proposed return of South Africa, as weU 
as the previous adoption of the gold standard by other 
countries The advantages of this common international 
action were pictured by Mr Churchill in a metaphor, which 
came very close to admitting the mam contentions of Mr. 
Keynes, and which ran as follows 

^ Cf Chapter III, p. 67 « 183 H C, Deb, 5s,, pp 52-7. 
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“ That standard (the gold standard) may of course vary in 
itself from time to time, but the position of all countries related 
to it will vary together like ships in a harbour whose gangways 
are ]omed and who rise and fall together with the tide ” ® 

The Report of the Committee on Currency and the Bank 
of England Note Issues has been stressed not because it was 
the best presentation of the case for the gold standard. 
It did not meet the arguments advanced by Mr. Keynes 
against that standard It was not nearly as searching a 
discussion of the economic issues involved as may be found 
in many other sources ’ It has been stressed because, by 
virtue of the action based upon it, it has become a fact of 
British history. As such it requires a more prominent place 
in an historical study of the return to gold than would or 
ought to be assigned to it in a discussion devoted to the 
development of monetary theory during this period 

The argument of the Committee based on the fmt accompU 
of sterling-overvaluation was a curious one It was, in 
The Position of ^ statement that the adjustment of the 
Mr John May- rate of exchange to a point where it would 
nard Keynes j-gflect the purchasing power parity, followed 
by subsequent increase in the rate would be injurious to 
trade. Not the adjustment in price levels involved, but the 
fluctuation in the exchange was held to be the undesirable 
element in such a policy This argument presents, although 
it does not exphcitly state, one of the fundamental issues 
stressed by Mr Keynes, namely, the question as to whether 
it is wiser to adjust price levels to a fixed exchange rate, or 
to adjust the exchange rate to a fixed price level It is 
important to note that the point of departure of both the 
supporters of the gold standard and of Mr Keynes was the 


® Mr Churclull speaks of slups ndmg in a harbour, but the realities of 
tbe case -would have been more truly brought out had he pictured them 
loosely bound together in an open roadstead, rising and falhng with the 
tide, it IS true, but grinding and crashing against each other in the waves 
This would have brought out not only the general nse and fall of price 
levels in all gold standard countries, but their constant readjustment to 
each other 

^ In the -writings of Prof T E Gregory and Prof Cannan, for example, 
or in -the answers of Sir John Bradbury to Mr Keynes or in the speeches 
of Mr. A. W Kiddy 
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same, namely, that the exchange rate must roughly represent 
the purchasing power parity Mr Keynes held that it was 
more logical and more consistent with social justice that 
when an adjustment in the exchange rate or the price 
level, including wages, had to be made to bring this relation- 
ship about, this adjustment should be in the rate of exchange, 
and not in the price level If there were a choice between 
a stable price level and a stable exchange, Mr Keynes was 
in favour of sacrificing the stable exchange.® Under the 
rules “ of the gold standard game,” however, the choice must 
be the opposite one. Stable prices must yield to a stable 
exchange, and the advantages thus gamed, he held, were 
not commensurate with the costs mvolved If the great 
sacnfices made by England m the reconstruction period 
were to bear a fruit commensurate with their size, it must 
be a monetary system which would at least eliminate the 
continued fluctuations in the price level which were imposed 
by the very principles of gold standard technique ® Such 
a system was the managed currency championed by Mr 
Keynes 

® For example, in a letter to The Times on August i, 1925, Mr Keynes 
says in the course of an argument with Sir H Strakosch, “ I would dehber- 
ately utilize fluctuations in the exchange as the shock absorber " 

» It was at this point that Mr Keynes was most universally misunder- 
stood, particularly by the embattled City Editors of the London papers, 
with whom he carried on a conflict in the financial columns throughout 
a large part of 1925 When the relative instability of prices under incon- 
vertible paper compared to their stabihty under gold was continually 
presented as the coup de grdce destroying his position, he was driven to 
retort in a letter to the City Editor of the Morning Post on August i, 
1925, in the following terms 

" I must also state what your City Editor must surely know well, that 
to assert that the management of the currency in the country prior to 
the readoption of gold had my approval, is a gross travesty of my opinions 
I criticized it repeatedly and vehemently 

" It IS typical of the silliness and utter lack of intellectual standards 
by which this controversy is carried on by City Editors that because I 
am in favour of managing the currency with a view to stability of prices, 

I am therefore supposed to be in favour of managing it with a view to 
instability of prices Sometimes I am said to have favoured deflation, 
as in your columns, and sometimes of inflation, as in the columns of your 
contemporaries ” 

Keynes, J M , .4 Tract on Monetary Reform, London, 1924, passim 

Ke3mes, J M , Letter to the London Times, September 4, 1925, p 20 

A concise summary of the position taken by the Cambridge School is 
given in the testimony of Mr Keynes before the Commercial Committee 
of Parhament on March 4, 1925, after the cause was lost This testimony 
was in effect as follows . The real distmction between the orthodox and 
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No attempt will be made to do justice to the full weight 
of the position represented by Mr. Keynes and his followers 
As a matter of history their views were overborne. As a 
matter of economic theory and as offering a future alternative 
to the gold standard when that standard shall have outlived 
its usefulness, they are worthy of the careful and extended 
study which has been given to them by economic students 
It is a point of view that needed to be presented and 
deserved the brilliant championship it received But within 
the boundaries marked out for this study it must be treated 
only so far as it throws light on the cleavage of economic 
interest involved in the actual return to gold 

Throughout 1924, as the rise m the value of the pound 
proceeded to gam more and more impetus under the in- 
industnai fluences which have been described, the ques- 
Opimon Was tion as to the desirabihty of an early return 
a^Sertam^^ to gold came more and more to the fore in 
Voice English discussion. The advocates of an early 

return, of delay, and of the managed currency became more 
and more vocal But few clear expressions of opinion came 
from industry itself, the effects of the proposed return to 
gold upon which were being so actively debated The 
general tone of industnal opinion was agnostic towards the 
question of the return to gold. This was due partly to the 
great prestige enjoyed by banking interests in England. 
Industrialists were, in general, content to allow questions of 
monetary policy to be discussed and decided by the bankers, 

the reforming party is one of objeci The mam object of the gold standard 
IS to establish a uniform standard of currency which should be the same 
over a great part of the world, and which shall be independent of national 
politics This demands regulation of the British credit system with refer- 
ence not solely or even mainly to British internal requirements, but to 
the conditions of credit in the world at large, and more particularly in 
the United States The main object of the monetary reformers is to 
evolve a standard of currency regulated primarily by the requirements 
of the credit system at home and of stabihty of internal prices even when 
this is only possible at the expense of fluctuations in terms of the standards 
of other countries The methods of currency management are almost 
exactly the same under both standards Under the gold standard the 
object will be to keep the percentage of gold in reserve within a certain 
number of points above or below a normal figure Under the Stable Pur- 
chasing Power Standard the object would be to keep (say) the Board of 
Trade Index Number within a certain number of points above or below 
a normal figure -^Bankers' Magaz%ne, London, April, 1925 
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as competent and expert in these matters In part it was 
due to the fact that fluctuations m the exchange were felt 
to be only one, and in fact a minor one, among the many 
complex elements which entered into the determination of 
export prices and the demand for British goods abroad 
Moreover, it was an element the influence of which upon 
export prices could not be determined with any precision 
The rise of sterhng towards parity did not, m fact, present 
itself as a separate problem to British industry in general 
and to the export mdustnes in particular It was only 
very gradually that the loss of orders m the export trades 
which became greater and greater as 1924 progressed came 
to be associated with the increasing value of the pound 
sterling in the foreign exchanges Attention had almost 
exclusively been fixed upon the competition met with from 
countries with depreciating currencies such as France and 
Germany There was httle appreciation among British 
manufacturers for export of the direct effects of the rise 
of sterhng in relation to the dollar upon export trade, and 
practically no attempt was made to measure this effect 
The results of the policy being pursued to strengthen sterhng 
were not viewed with alarm by British industry in general 
The nse in sterling was viewed rather with satisfaction as 
an indication of returning economic power Nevertheless, 
the pressure which the export industries began to feel in 
the latter part of 1924 was, in fact, a pressure due to the 
rising exchange, and not to a pohcy of credit restriction on 
the part of the City. While the nse of sterlmg was looked 
upon with surpnsmg complacency upon the whole, there 
was a great deal of apprehension lest a policy of credit 
restriction should be inaugurated There was a profound 
dismchnation on the part of industry to undergo any further 
deflation to bring the pound back to parity A deflationary 
monetary pohcy, it was felt, would discriminate against 
industrial in favour of City interests. But the feeling of 
divergence between the interests of mdustry and those of 
the City was not based upon an analysis of the real differ- 
ence m the way the return to gold would affect industry 
and the City ^n the short rum. It took the form of a rather 
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vague feeling that the interests of the City, particularly the 
speculative part of the City community, were best served 
by a fluctuating exchange, while the best interests of in- 
dustry were served by a stable exchange The attitude of 
nervousness and apprehension on the part of industry over 
a possible hardening of money rates and credit contraction 
in connection with a return to gold was faithfully expressed 
by the public pronouncements of the Federation of British 
Industnes This is particularly well brought out in a 
commumcation addressed to the Government and to the 


The Stand of England on July 24, 1924, under the 

the Federation heading “ Industry and the Bank Rate."’ 
inSstries communication was drawn forth by fear 

of an increase in the Bank rate to help bring 
the pound up to parity by a reduction of the British price 
level by about 10 per cent To this the Federation, as “ the 
principal organization of British manufacturers,” took strong 
exception and urged a waiting pohcy in the hope and belief 
that gold accumulation m America would inevitably force 
American prices up, and make British deflation unnecessary. 
The Federation sums up its plea against credit restriction 
as follows 


“ It appears to the Federation that any attempt to raise the 
real value of the pound sterling by 10 per cent by a process of 
arbitrary credit restriction would, m the present state of credit, 
and m view of the present trend of trade and prices in this 
country involve the most serious consequences to mdustry 
" The immediate consequences of an increase in the value of 
a monetary unit, produced not by an increase m the efficiency 
of production, but by a manipulation of credit, are well known 
and generally admitted They include, among others 
“ I Serious temporary dislocation of trade and an increase 
in unemployment due to the effect upon producers, 
traders and buyers, of the certainty that the general 
level of prices will fall , 

“ 2. Severe industrial friction and dislocation, brought about 
by the fact that, m order that goods may be produced 
at the new lower level, all the items entermg into the 
cost of production, mcludmg wages and salaries, must 
be adjusted to this level, 

"3 Severe loss to all holders of existing stocks of com- 
modities, and to all who trade in borrowed money, 
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i e , virtually the whole trading and manufacturing 
community , 

“ 4 The strong probability of a severe check to export trade, 
since the improvement m the exchange value of sterling 
would be likely to precede and to move faster than the 
adjustment of internal prices.” 

In stressing this last pomt in its indictment of a rapid 
return to parity, the Federation was in advance of the rank 
and file of industrial opimon. In view of this and similar 
pronouncements, it is not surprising that the subsequent 
course followed by the Bank of England m regard to money 
rates was felt by the Federation of British Industries to 
show a very considerable lack of appreciation of the diffi- 
culties faced by industry. 

The special difficulties of the export trades during the 
rise of sterling gave rise to an unequ^ deflationary pressure, 
„ ^ whose incidence was chiefly upon the exporters, 

of the Un- This resulted in a general feeling of grievance 

^eitered on their part against the ” sheltered ” in- 
dustries, such for example, as municipal 
undertakings These undertakmgs, it was felt, not being 
subject to foreign competition were able to keep up their 
prices By doing so they mcreased the costs of the export 
industnes in so far as these had to buy from sheltered 
mdustnes In addition they were able to maintain higher 
wage scales, thus causing mequalities and discontent among 
workers, and increasing the difficulties of exporters and 

This statement of the difiBLculties incident to a deflationary policy 
may be contrasted to the somewhat summary reference made to the same 
difficulties by the Committee on the Currency and Bank of England Note 
Issues, which says in Section 14 of its report 
“We were satisfied that the mere announcement that the power to 
prohibit the export of gold would not be continued beyond December 
31, 1925, would automatically and rapidly bring about the credit conditions 
necessary to effect these adjustments (1 e adjustment of internal purchas- 
ing power of the pound to its exchange value and restriction of foreign 
investments to export surplus) and that the effective gold standard could 
thus be restored without further danger and tnconvemence than that which 
IS inevitable in any period of credit restriction and falling prices ” (Italics 
author’s ) 

The Committee, it will be recalled, was appointed in June, and the 
protest of the Federation of British Industries, which was not prepared 
to contemplate these “ dangers and inconvemences ’’ in -^e same philo- 
sophic spirit was made at the end of July 
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manufacturers for export m paring down their costs 
The necessity for so doing may be illustrated by quoting from 
the speech of Lord Inchcape before the Annual Meeting of 
the shareholders of the P & 0 Steam Navigation Co on 
December 10, 1924 It is qmte in line with what has been 
said above that Lord Inchcape did not once refer to the 
increased exchange value of the pound as a cause of the 
exporters’ troubles, but laid them all at the door of labour 
In fact, he passed over the whole exchange question with 
the simple statement that “ a resumption of a free market 
for gold would be good for trade and good for the City of 
London ” Whatever the defects of Lord Inchcape’s speech 
from the point of view of the economist, it had the merit 
of reducing the exposition of the plight of the exporters to 
concrete figures, and it represented a large and important 
section of industrial opinion As reported by the Economist, 
Lord Inchcape said, in part, that • 

" Shipbuilding costs were still from 60 to 70 per cent above 
pre-war level, mainly through high wages and low output in 
the shipbuilding and contributory trades, while overhead charges 
in yards not fully employed were a serious cost factor. Con- 
tinuing, he quoted figures taken from British and foreign tenders 
for railway matenal to illustrate the difficulty British manufac- 
turers had as against Contmental manufacturers in competmg 
for orders for their factones and employment for their work- 
people For wheels and axles, the highest British and Con- 
tmental tenders were respectively British, £1,350, Conti- 
nental, ;^8oo , the lowest tenders British, £g2o, Contmental, 
£6y8. For steel tyres for locomotives, the highest tenders were 
British, £1,988, Contmental, £1,531 For steel springs the 
highest tenders were British, £2,040, Contmental, £1,706 , 
the lowest British, £1,463, Contmental, £978 The lowest 
tenders for locomotive boilers were British, £94,691, Conti- 
nental, £54,695 These samples, he said, could be multiplied 
The current fob quotations for Enghsh bar iron were £8 2s. 6d. 
to £9 i6s 6d agamst for Contmental bar iron £5 los to 
£5 I2S 6d. He believed, however, that prices were nsmg, 

For a discussion of the relation between the " sheltered ” and " un- 
sheltered ” industries in Great Bntain, at this time, see " Committee on 
Industry and Trade” — (the Balfour Committee), Survey of Industrtal 
Relations, Introduction, esp pp 5-10, in which the relative position of 
the workers in the two types of industry is shown to have been much 
better in 1924 in the " sheltered ” than in the " unsheltered ” trades. 
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as Continental firms found they were working at a serious 
loss 

“ In London and the outports used by the P & 0 , the cost 
of loadmg and dischargmg showed a percentage increase of 
about 131 per cent over pre-war charges , m Antwerp it was a 
little over 49 per cent Port dues m London had advanced 
63 per cent , their coal now cost 80 per cent to 90 per cent more 
than m pre-war days These increases had resulted from higher 
cost of labour Production costs must be reduced in order that 
our export trade might revive.” 

The examples cited by Lord Inchcape, as he said, could 
have been multiplied in liie vanous export trades of England 
The coal owners estimated that the return to parity meant 
for them a reduction of is per ton approximately in the 
price they could get for exported coal Mr Keynes did 
not weary in pointing out that the overvaluation of the 
pound meant directly reductions in prices realizable by 
exporters, and did not permit the part played by exchange 
fluctuations m the troubles of exporters to be overlooked 
or forgotten That such a situation called for an adjust- 
ment did not need to be debated This adjustment could 
come either from the exchange side or from the side of 
pnces The nse of the Bank of England rate to 5 per cent 
on March 5, 1925, in answer to the increase in the Federal 
Reserve Bank rate was clear notice that it was the policy of 
the Government and the Bank that it should come in pnces 
And on account of the different positions of the industries 
engaged in domestic busmess, m re-export business and in 
completely “ unsheltered ” export business it was bound 
to be unequal in time and in its incidence It must 
increase unemployment dunng the penod necessary to bring 

London Economtst, December 13, 1924, p 972 

Tins was one of the important factors in leading Sir Josiah Stamp 
to conclude that a large part of the depression in the coal industry was 
due to the policy of the return to gold The view is expressed in his 
Addendum to the Report of the Court of Inquiry Concerning the Coal Mining 
Dispute appointed in 1925 Even the body of the report finds reduction 
m the pnce of exported coal a major factor in the troubles of the industry 
Cmd 2478 

E g , Articles in the Evening Standard, subsequently included in The 
Economic Consequences of Mr Churchill 

Keynes, J. M , Economic Consequences of Mr Churchill, London. 
1925, pp. 12-13 
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about a better equilibrium between the various parts of the 
British economy, including agriculture, in a new level of 
money incomes and prices It was the anticipated increase 
in unemployment that was so greatly stressed by Mr. 
Keynes in his criticisms of the prevailing policy After 
the Bank rate increase in March, this same 
Reviv 2 the°^ anticipation brought Sir Alfred Mond into the 
“Cross of field against the early return to gold On 
° March 26, 1925, at the end of an earnest plea 

for a plan designed to reduce unemployment m the export 
industries with Government aid, he concluded as follows : 


“ Now, apparently, we are to be harnessed to the money rate 
m New York, our trade to be further depressed whenever there 
IS a flurry on Wall Street, because some people seem to thmk 
that we must be hanged on a cross of gold I hope that doctrine 
will be repudiated I can imagine nothing more dangerous to 
the harassed and already depressed trade of this country than 
that we should hitch ourselves on to the American money market, 
and take it as the guide and goal and lodestar of Bntish 
finance We have deliberately adopted a policy which, un- 
doubtedly, economically must produce a reduction of employ- 
ment and a reduction of trade ” 


Notwithstanding the undoubted difficulties of the export 
industries, however, no drastic action was taken to reduce 
costs tiU after the return to gold The majority of manu- 
facturers were not particularly interested m the question 
of gold and monetary policy They did not very clearly 
relate it to their own practical problems There was a 
natural desire on the part of manufacturers that if there 
were to be changes m prices and exchange rates, these should 
be favourable to industry There did exist m some cases a 
strong but not pubhcly expressed desire not merely for a 
stable but for a falling exchange rate On the other hand, 
there was a strong and far more generally shared sentiment 
that it would be to the best interests of trade, and conform- 
able to the national dignity to '' go back to the old standard, 
and stick to it through tffick and thin ” Many important 
mdustnal leaders were thoroughly in accord with the pohcy 


” iSzH,C Deh 5s , pp. 786-7 
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% 

of the Government and the Bank — ^taking the long view of 
the situation and falhng in with the prevailing City opinion 

Agnostic as was the general attitude of industry towards 
monetary policy, and varied as were its views when these 
were actually expressed upon the problem, one common 
feeling began to pervade the whole of industry as 1924 drew 
to a close. Towards the end of the period of the rise of 
the pound, the prevaihng industrial opimon was that the 
prune necessity was the removal of uncertainty from the 
situation Business wanted to know where it stood. There 
Industry began to be a fairly appreciable impression 
Defimte Deci perhaps, after all, the arguments ad- 

sion on the Gold vanced by Mr Keynes against the gold standard 
Question. might have something in them. There was a 
growing insistence that these doubts as to the future be 
removed. On March 18, 1925, the Federation of British 
Industnes addressed an urgent appeal to the Chancellor of 
the Exchequer, a few wor<k of which may be quoted : 

“ It IS . . of such importance to all engaged m industry, both 
employers and employed, that the present uncertamty should 
be dispelled, and that mdustry should be able to make its plans 
for the immediate future with a definite knowledge of the general 
monetary conditions to be anticipated, that the advantages of 
an early declaration by His Majesty's Government would seem to 
outweigh the objections which might in more ordmary circum- 
stances be urged against such a course.” 

Similar views were expressed by other bodies. The Man- 
chester Association of Importers and Exporters, for example, 
addressed a similar letter to the Chancellor on April 21, 
1925. Thus there was added to the pressure for an im- 
mediate decision brought to bear by the Domimons, a siimlar 
demand from large sections of the business community m 
England. There is no doubt that this domestic pressure 
for a decision was an important element m forcing the 
Government not to delay action 

When the return to gold actually became a fact the 
industnal world was given the certainty it desired It 
began a more rigorous examination of costs of production, 
“ The London Tvtws, March 19, 1925, p 20 
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the results of which were soon apparent in the figures of 
unemployment. Table 16 shows the course of unemploy- 
ment by industries during 1925 The adjustments following 
the adoption of the gold standard are unmistakable. Al- 
though the total of unemployed at the end of the year was 
less than at the begmmng there was a sharp increase in 
June and the peak of unemployment was reached in August. 
The changes in the employment of coal miners were by far 
the most important smgle item, and the effects of the de- 
crease of export orders for coal are clearly reflected in the 
figures The general tendency m unemployment in the 
so-called sheltered industries was downwards, but the un- 
sheltered industries were obhged to make very radical 
adjustments after the return to gold, particularly the coal- 
mimng and textile industnes. The figures m the table teU 
a large part of the story of industrial and labour opposition 
to the time and manner of the return to gold. 

Like the rank and file of business men, the rank and file 
of labour, and of labour leaders, were not very much in- 
Labour and terested in the problem of the return to gold 
Radical The Labour movement was, in general, opposed 
Opinion deflationary pohcies of any kind, as tending 

to increase unemplojment But there was a section of 
labour and sociahst opimon which felt that the power of 
credit control lodged m the banks, and in particular in the 
Bank of England, was not being used for the best interests 
of the nation, but to further the interests of financial groups. 
Of those who held this view Mr H N Brailsford was the 
most outspoken and active m his opposition to the policy 
by which the restoration of the gold standard was being 
prepared for in 1924 and 1925 At the Labour Party 
Conference, held at Queen’s HaU, London, at the time of 
the Labour Government’s defeat m Parliament, Mr Brails- 
ford presented the followmg resolution in behalf of the 
Independent Labour Party * 

" This Conference further records its opmion that, in view of 
the power of the Bank of England to lessen by a scientific regu- 
lation of credit the disastrous booms and slumps and the un- 
emplo3ment which they brmg m their tram, the Government 
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should immediately give their attention to the influence of mone- 
tary policy on trade, industry and unemployment It asks that 
steps should be taken, by nationalizing the Bank of England 
and otherwise to insure that the control of credit is exercised 
m the public interest and not in the interest of powerful financial 
groups ” 

This resolution was adopted and became therefore part of 
the official programme of the Labour Party — ^but at that 
time it was not very much more than a form of words repre- 
senting no great or responsible section of labour opimon 

Mr Brailsford was not entirely alone, however, in la3ung 
at the door of the City of London many of the existing 
industrial difficulties Some months earher Mr. G D H. 
Cole had launched a more specific attack upon the policy 
of a return to gold panty In frankly advocating bank 
inflation and thus expressing openly what many others either 
wished for secretly or hinted at in more guarded and diplo- 
matic terms, Mr Cole expressed himself in language far 
more picturesque and imaginative than that in which 
currency controversy is usually couched In the Mormng 
Post of June 13, 1924, Mr Cole wrote • 

“Are we not artificially manufacturing a good half of our 
present unemployment ? There are people who thmk it 
more important to maintam British Commerctal CreAit repre- 
sented by the worship of par than to make British industry 
prosper The Treasury and the Banks appear to take this view. 
I do not I want moderate hank inflation because I believe 
it will reduce it (the unemployment problem) to manageable 
proportions.” 

Mr Cole then continues : 

“ There is a Great God named Par who is worshipped daily 
at the Treasury and in the magnificent temples the big five are 
erecting on every street Par likes unemployment , it is his 
form of human sacrifice And on Par’s altars the Treasury 
daily burns incense in the form of currency and credit Par 
IS a great God and the Treasury is his Prophet But he wor- 
ships him in secrecy and m silence and the world knoweth it 
not— except the few who know too much and like the Tar Baby, 

‘ ain’t sa5un’ nufi&n’ ’ ” 

The ablest leader of the Minority movement m the British 

The London Times, October lo, 1924, p 7 
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Labour Party, Mr. John Wheatley, also identified himself 
with the opposition to the deflationary policy pursued in 
preparation for the return to gold 
These expressions from the left did not, however, represent 
the attitude of the Labour movement which was much 
The Official moderate When it came to the test of 

Labour Party opposition to the Gold Standard Act in the 
Position House of Commons, the amendment proposed 
by the Labour Party merely stated that the time was not 
ripe for the action taken It ran as follows : 

“ This House cannot at present assent to the second reading 
of a bill which by providmg for a return to the gold standard 
With undue precipitancy, may aggravate the existing grave con- 
dition of unemployment and trade depression.” 21 

Mr. Philip Snowden m moving and urging the amendment 
was at pains to make it clear that he was, as always, in 
favour of a gold standard. “ We do not,” he said, “ by 
this amendment, oppose a return to the gold standard . . . 
we register our protest against haste ” 22 Even Mr Lees 
Smith, who anticipated a reduction of 5 per cent in British 
prices and feared that the price of a stable exchange would 
be that Enghshmen would lose control of their own internal 
prices and become ” sateUites of the American price level,” 
merely advocated allowing the return to gold to come about 
automatically eight months later by letting the Gold and 
Silver (Export Control) Act expire at the end of the year 
The City of London was in favour of the return to the 
gold standard. It regarded its final restoration as a land- 
TheViewof the mark in British history, a vindication of 
Cityof London. British financial mtegrity, and an assurance 
that British financial prestige and power would regain much 
that it had lost. It was on the basis of the last of these 
considerations that Mr Walter Leaf, Chairman of the 
Westminster Bank, Ltd , had brought the question of an 
early return to gold mto the foreground of discussion as 
early as August, 1924, just after the ratification of the 

Cf for example, his attack on the raising of the Bank rate in March 
to 5 per cent — i8i H C Deb 5s , p 1376 

183 H C Deb 5s , p 625 — ^italics author’s 
^^Ibtd.-p 626 i^Ibtd.p 644 
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Dawes plan Under the terms of the Dawes report, the 
option was given to Germany to go on a gold or on a sterling 
exchange basis The Federal Advisory Council in the 
United States issued a statement strongly urging the adop- 
tion by Germany of the gold exchange standard, on the 
ground that the adoption of a sterhng-exchange standard 
would lead to instabihty of exchange 24 Mr. Leaf regarded 
this pronouncement as a serious challenge to the supremacy 
of the pound sterhng. He took the position that a com- 
bination of the credit resources of the United States with the 
enterprise and world commerce of Germany, while the pound 
sterling remained depreciated in the markets of the world, 
might force England back to a gold standard whether she 
wished it or not He therefore boldly proposed that the 
Bank rate be increased to 5 per cent with a 3^ per cent rate 
of interest on foreign balances if necessary, accompanied 
by a definite announcement of intention to return to gold 
on the part of the Government. 

This proposal met with a very mixed reception in the 
City, 2® for though the opinion of the City was almost 
unanimously in favour of a return to gold there was still 
present a strong hope that it could be brought about by 
inflation in America There was also apprehension, lest, 
if achieved without a proper adjustment of price levels, it 
could not be maintained In his speech to the shareholders 
of the Midland Bank m January, 1923, Mr McKenna had 
pointed out that when in Apul, 1920, England raised the 
Bank rate to 7 per cent the pound was 3 88 and that after 
eighteen months deflation m concert with America the 
pound was about the same level, while beginning with the 
late summer of 1921 when America abandoned deflation 
and England continued it, it rose close to parity. Mr 
McKenna, at that time, felt that further deflation in England 
was unnecessary and hoped that the return to parity might 
be painlessly accomplished by American inflation alone if 
only England adopted a waiting policy. This optimistic 

** Federal Reserve BulleUn, June, 1924, p 460 

Monthly Review of the Westminster Bank, quoted in the Bankers' 
Magazine, London, August, 1924, p 147 

The London Economist, June 38, 1924, p 1289 
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view was still held in high quarters in the City a year later. 
Even when the “ flight from the pound ” was in progress, 
Mr Goodenough, Chairman of Barclay’s Bank, said with 
reference to the gold standard 

“ Before it can he achieved, there must be a further fall m 
prices in this country or an advance of prices in America. The 
latter of these alternatives is so evidently a possibility that 
from this point of view alone we should be justified in avoiding 
action designed to force down prices m this country till 
the tendency in America is more clearly defined ” 27 

The waiting attitude long adopted by some of the leaders 
of British banking and reflected in these speeches was not 
entirely discarded at the tune of Mr Leaf’s call for drastic 
action Even m January, 1925, just before the actual 
return, the City did not speak with unanimity and decision 
in favour of immediate action at whatever cost For 
example, in his speech to the shareholders of the District 
Bank, Ltd , on January 23, 1925, Sir Christopher Needham 
said 

''It is earnestly to be hoped that the decision (to return to 
the gold standard) will not come till it is clear that the approxi- 
mation of the pound to parity arises from the estabhshmg of 
satisfactory trade balances It would be little short of disaster 
if, after the return to the gold standard, it became necessary, 
in order to protect our gold supply, to raise rates to an extent 
which imght press und^y upon commerce.” 

When it became apparent that the hope of price inflation 
in America was, m fact, lUusory, and that the price of 
further deflation in England would have to be paid for a 
return to the gold standard, the City was prepared to have 
England pay that price If there were a defimtive choice 
to be made between stable exchange and stable prices, the 
City was on the whole prepared to choose stable exchange 
” Stabilization,” said Sir Charles Addis, Director of the 
Bank of England and Chairman of the Hongkong and 
Shanghai Banking Corporation, “ is not a function of the 
gold standard What the gold standard does is to link our 

Address to Shareholders of Barclay’s Bank, January, 1924 The 
London Economtst, January 26, 1924, p 153. 
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prices to world prices,” and Sir Charles Addis was one of 
the most uncompromising supporters of the gold standard. 
The governing consideration in the minds of those urging 
an early return was that, in their view, the re-establishment 
of a free market for gold in London was essential for the 
maintenance of British credit throughout the world. The 
restoration of confidence in the pound sterling and in the 
willmgness and abihty of London to pay its obligations in 
gold on demand were felt to be imperative if London was 
to hold and increase the volume of financial business that 
had in the past made it the greatest of all financial centres. 
Upon this confidence depended therefore, in large measure, 
the preservation intact of a large part of the invisible exports 
of England There had been during the post-war years 
after the deflation a very marked reduction in the volume 
of bills in the London money market, and this deficiency, 
even after allowing for the rise in prices, was still a fact of 

„ , importance at the time of resumption Lack 

The Bankers ^ u n x xi. t j ^ i x 

Take the Long of bills was to the London money market 
&tuation^^ analogous to lack of orders to the export trade 
The return to the gold standard was also felt 
to be essential in order that London might maintain its 
importance as a grantor of foreign loans, for upon these in 
the future, as in the past, the continued growth of Enghsh 
trade would largely depend This meant taking the long 
run view of the national advantage, a view characteristic 
of English financial leaders, and well expressed by Mr 
F. C. Goodenough in the following words 

“We have to pay our debts abroad, and we have to purchase 
raw material from abroad, and if we are to provide markets for 
our manufactures and promote the production of raw materials 
for them to deal with, we have also to invest capital abroad The 
uncertainty involved in dealmg with these matters will be less if 
our currency is at parity than if it is at a fluctuatmg discount in 
foreign markets, and these considerations outweigh any tem- 
porary advantages which might accrue to us through a depre- 
ciated currency ” ^8 

Banhers' Magazvne, January, 1924, p 22 

Speech to the shareholders of Barclay’s Bank, London Economist, 
January 24, 1925, p. 151 

S 
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Even Mr. McKenna, whose criticisms of the lack of elasticity 
in the British banking system and of Bank of England policy 
were often severe, marshalled the arguments in favour of 
a gold standard It possesses, m his view, three cardinal 
advantages first, it estabhshes an international standard 
of value acceptable by the whole world , second, it is auto- 
matic and relieves the Central Bank of responsibihties which 
might not be wisely used, but still leaves some scope for 
management , and third, and greatest of aU, is its moral 
effect. So long as mne people out of ten think it is the 
best, it is the best. 

These and other considerations were advanced by 
spokesmen for the gold standard, and they represented the 
predominating, the orthodox, and in the end the prevailing 
view It was a characteristic of this view that it looked 
past the temporary adjustments involved in the return to 
gold to the lasting benefits beyond It was not only in 
keeping with the financial tradition of London to do so, 
but it was also relatively easier for the City to take a philo- 
sophic view of the necessary adjustments involved For 
considerations of the national welfare in the more distant 
future did not come into the same direct conflict with the 
immediate self-interest of many of the component parts of 
the London money market, as they did with that of large 
sections of industry and labour In the case of acceptors 
and dealers and investors m bills, indeed, the restoration of 
the gold standard offered prospects of an early increase m 
the volume of their business. 

Enough has been said to indicate that the opinions thus 
expressed did in fact represent a real conflict of economic 

Mr A W Kiddy, editor of the London Bankers’ Magazine, in the 
course of a missionary speaking tnp to the industrial provincial cities in 
behalf of the gold standard, emphasized in particular 

1 That other nations were expecting England to return to gold, and 

failure to do so would be a blow to English credit , 

2 A return to gold would reveal the real balance of payments and 

would force public attention on the failure of British exports to 
compete , 

3 It would facilitate foreign loans , 

4 It would prevent future “ unsound ” expenments by Socialist Govern- 

ments which might divert the English people from the only real 
solution of their problems — economy and hard work 
Bankers’ Magazine, London, April, 1925, pp 594-8. 
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interest. The pohcy of the Bank of England did involve a 
The Conict of balancing of loss and gam between the entrepot 
Economic business and the export business of England, 
Interest, between the effects of loss of confidence in 

British finance, and of restoration of that confidence. The 
immediate need of the export industries was a rate of exchange 
that would accurately reflect the parity between the pur- 
chasing power of the pound abroad and its purchasing power 
over material and labour at home The immediate need of 
the London money market and the entrepot trade was a 
rate of exchange restncted in its fluctuations by gold points 
so as to provide a stable medium for the transaction of its 
business as financier and middleman for the trade of the 
world The ultimate need of the nation was an adjustment 
and reconciliation between these two Since considerations 
of confidence, of sentiment and of prestige were sufficient 
to compel the decision that these gold points should be the 
old gold points and the new par should be the old par, this 
reconciliation had to come about through price deflation. 

The return to a gold standard was accomplished in 
England at a great cost and by an effort which embraced 
The Objectives ^ pohcy of heavy taxation and resist- 

of the Return ance to price inflation at home, but also 
to Gold difficult and long sustained financial diplomacy 
in the Empire and on the Continent If the return to gold 
meant no more than stable exchanges at the sacrifice of 
stable internal prices m England, the advantages would 
not have been commensurate with the cost To make them 
so, the second great element m British financial policy, the 
stabilization of the value of gold had to be realized This 

The perfunctory debate on tlie Gk)ld Standard Act, 1925, in the 
House of Commons contained only one speech emphasizing this point 
This was a very able statement by Mr Boothby who pointed out that 
“ as a result of the step the Government have taken we are now in a 
position to put into efiect the Genoa resolutions on currency ” The con- 
clusion of Mr Boothby’s speech is very pertinent to the discussion in the 
text and runs as follows " It depends on what the Chancellor of the 
Exchequer’s motive is in having taken this step whether the fear that some 
of us have entertained about this return to the gold standard will be 
realized or not Is his motive to return automatically to the pre-war gold 
standard and that our credit policy should beinfluenced entirely in relation 
to the reserve of gold in the Bank of England ? If this is the case then 
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meant that the burden of administration and responsibility 
placed upon the central banking authority was not, as 
Mr McKenna suggested, greatly diminished by the return 
to gold It meant that in certain eventualities movements 
of gold would give the signal for action to the central 
banking authorities, confirming or correcting their own 
unsupported judgment It meant also that certain very 
powerful financial tools were placed in their hands in the 
admimstration of a policy directed towards stability of 
prices It meant that popular confidence was restored and 
that their work would not be disturbed by sudden panics 
and unreasoned fears It did not mean that the steps 
taken by the leading financial countries in the world in 
learning to control their money and credit were to be re- 
traced and the welfare of milhons abandoned to the vaganes 
of nature in yielding abundance or scarcity of gold The 
choice between stabilization of prices and stabilization of 
exchange was met by Mr Ke5mes by choosing stabilization 
of prices. This was in a sense a defeatist choice For it 
abandoned one half of the objective. A pohcy of main- 
taimng a gold standard plus stabihzation of the value of 
gold aims to achieve the whole Stabilization of the value 
of gold means continual reference to some outside criterion. 
That cntenon can only be the general level of prices in the 
great trading countries. 

I think we run a real danger, and I think lie has taken a direct step back 
But if, as I am perfectly certain is really the case after listening to his 
speech, he has taken this step in order to provide a basis for a new currency 
system, then I think we may say that he has laid the foundation stone 
for that new international economic structure which we must build up 
in the next fifteen or twenty years ” 

183 iy C Deh 5s , pp 695-7 
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CHAPTER XI 

THE TECHNIQUE OF THE NEW GOLD STANDARD 

The return of Great Britain to a gold standard was an 
event of the first importance in financial history and in 
post-war reconstruction It introduced stability in the 
foreign exchanges over large part of the earth’s surface 
It restored and confirmed confidence in the London bill 
as the premier financial mstrument for carr3ung on mterna- 
tional trade It preserved the financial unity of the British 
Empire ^ But from the technical point of view the changes 
it brought about were not as great as these considerations 
would suggest It did not mean that one problem, i e , 
the estabhshment of a fixed relationship between the pound 
sterhng and gold, had been defimtely solved, and that the 
managers of monetary pohcy could now turn their attention 
to another, t e , the problem of regulating the value of gold 
These two problems did not follow each other in point of 
time m such a way that they could be solved consecutively 
They both had to be faced and dealt with both before and 
after the return to the gold standard For it is clear that 
the maintenance of the fixed relationship between the 
The Dual pound sterhng and gold required the con- 

Natureof tinued use of those ways and means which 

brought mto play to attain it. And it 
the Return to is also clear that throughout the post-war 
period British financial pohcy had influenced 
in no small measure the determination of the value of 
gold British policy in South Africa and India played, 
as has been shown, an important role m determining the 
quantity of gold sent to the Umted States British policy 
^ Cf Chapter VIII.p 195 
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on the Continent of Europe, by continually striving towards 
financial stability and political peace, was directed towards 
the ultimate objective of makmg Europe “ as regards 
prices, an economic umt " 2 Indirectly, but none the less 
truly, this policy affected the course of American trade, 
and provided outlets for Amencan credit It thus in- 
fluenced American prices and the value of gold Beyond 
that it helped to lay the foundations upon which future 
stabilization schemes might be erected, which would 
greatly increase the number of participants in the market 
for monetary gold, and therefore broaden the area within 
which its value would be determmed Even British policy 
at home, m determining the course of British prices, in- 
fluenced the value of gold as reflected in the American price 
level to some extent, for the alternate over and under- 
valuation of the pound was not without some influence 
on American commerce, and therefore upon Amencan 
prosperity and Amencan pnces The purchasing power 
of the pound and the purchasing power of gold which 
were brought into a fixed relationship by the restoration 
of the gold standard were variables, the fluctuations of 
both of which were influenced by the financial policy of 
England Moreover, both before and after the return to 
gold the objective of Bntish policy was a dual one, for 
it included both stabihty of exchange and 
stability of pnces The anxiety of British wit- 
nesses before the Royal Commission on Indian 
Currency and Finance in 1926, lest the introduction of a sud- 
den new demand for gold from India prejudice the success- 
ful issue of a pohcy looking toward a stable value of gold, 
is illustrative of this fact Sir Charles Addis, in urging delay 
and caution upon the Commission in developing plans for 
the stabilization of the rupee at a fixed ratio to gold, said 

“There are still some mdetenmnate factors which may 
materially affect the course of prices m the future. Apart from 
the fact that Italian, French and Belgian currencies cannot yet 
be said to be stabilized, you have also to remember that when 

® Evidence of Sir Charles Addis before the Royal Commtsston on Indtan 
Currency and Fmuncef 1926, Vol. V, p 191, Q 13, 726, 
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that has been accomplished it may not be long before the banking 
resolutions approved by the Powers at the Genoa Conference 
come into play ® A deliberate and concerted attempt will then 
be made by the central banks of Europe to prevent undue 
fluctuations in the future value of gold.” ^ 

In more general terms, the dual objective of British 
financial policy may be inferred from the conception of 
the proper functions of a central bank held by the Governor 
of the Bank of England. In his testimony before the same 
Commission dealing with the proposed new Indian Central 
Bank, Mr Montagu Norman defined these functions in 
part as follows 

" It would further be the duty of a central bank to effect, so 
far as it could, suitable contraction and suitable expansion, 
m addition to aimmg generally at stability, and to maintain 
stability withm as well as without ” ® 

Stability without, that is, stabihty of the foreign exchanges, 
IS the primary objective of gold standard arrangements, 
and it is one of the merits of the gold standard that this 
primary function cannot long successfully be fulfilled with- 
out a large measure of stabihty within, that is, stability of 
prices But the measure of stabihty within thus attained 
is not sufficient for the needs of a civilized modern com- 
munity Something more is needed, and to this the central 
banking mechanism is well fitted to contribute, and has 
a duty to contribute. 

Gold shipments have traditionally been used to achieve 
The Traditional^^® primary purpose of the gold standard. 
Functions of stability of the foreign exchanges They do 
G<.MStap.nentS3<, ^ 

I By creating a demand for remittance to the gold shipping 
country in those foreign exchange markets where such 
a demand is most needed to support the exchange of 

® The resolutions were adopted m April, 1922 Papers Relating to Inter- 
national Economic Conference, Genoa, Cmd 1667, p 59 fi. There is good 
ground for the behef that these resolutions reflect the attitude adopted 
by England even earlier 

* Evidence, etc , March 29, 1926, Vol V, p. 191, Q 13,724. In The 
Banker for May, 1927, this statement is attributed by Mr Philip Snowden 
to Mr Norman 

® Ibid , Vol V, p 233, Q 14,571. 
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that country. In this respect the effect of gold ship- 
ments IS identical with the effect of other commodity 
shipments to those markets 

2 By contributing to ease of money in the gold receivmg 
country and to dearness of money in the gold shipping 
country, thus making attractive the transfer of balances 
from the one country to the other This also has the 
effect of placing exchange m the receiving country at 
the disposal of the shippmg country 

3. By givmg the signal for appropriate action by central 
banks designed to supplement the influence of i and 2, 
if need be through the adoption of policies designed to 
produce changes m the price levels of the two countries 

During the period when the United States was the one 
great gold standard country, gold shipments to Amenca 
performed in full only the first of these functions The 
second, as far as the money markets of the shippmg coun- 
tries were concerned, was not performed by gold at all, 
and so far as the money market of the United States was 
concerned, was performed very intermittently and subject 
to the many unusual modifications described in previous 
chapters The third was not performed at aU, and those 
in charge of central banking institutions on both sides of 
the Atlantic received no adventitious aid from gold to help 
them in makmg their monetary decisions The return 
of England to the gold standard again made it possible, 
so far as England and the Umted States were concerned, 
for gold shipments to perform aU three of these functions, 
and thus promote stabflity of exchange, if it seemed desir- 
able to allow them to do so ® 


Dunng the years precedmg the return of England to 
gold, as has often been pointed out above, many ship- 
The Growing of the metal took place which were 

Importance of made at the imtiative of central banks in 
mSits^fS** execution of judgments and plans formed upon 
Specific Pur- broader grounds than the desire to correct 
poses immediate state of the exchanges They 

clearly did not render the third characteristic service of 


® The discussion of the stabilization credits which accompanied the 
return to gold has indicated the power residing in central banks to modify 
the traditional effects of gold shipments in almost any desired way. in 
the short run at least 
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gold slupments under the traditional gold standard They 
did not give a signal from outside to guide central banks 
in making monetary decisions They were the result of 
such decisions, not their cause The dehberate movement 
of gold from one country to another in this way was not 
unknown in pre-war days, but it was the exception not 
the rule. If this had not been so the very conception of 
an '' automatic gold standard which survives in some 
degree even to-day would never have arisen Under the 
gold standard arrangement set up after the war period, 
however, such shipments became an indispensable tool for 
solving some of the administrative problems inseparable 
from the unequal distnbution of gold between the United 
States and the rest of the world They also provided an 
instrument which might be used very effectively m the 
attempt to accomphsh the entirely new task of the gold 
standard, the stabihzation of the value of gold, without 
sacnficmg the appearance of the old gold standard and 
the public confidence associated with it As a result gold 
movements became more varied in their origin and pur- 
pose then they were before the war. 

In order, therefore, to trace the significant features of 
the operation of the gold standard of to-day, it is neces- 
The Three sary to make some prehmmary analyses of 
si^Sent^lder*^^ shipments made under it, and to 
the Gold Stan- distmgmsh the types of shipment which are 
dard. essentially different in kind. There are three 

such types : 

I Shipments of monetary gold made from commercial motives 
— the gold movements of the orthodox gold standard. 

2. Shipments of gold to the East and for the trade. 

3. Shipments of monetary gold whether physically moved or 

“ earmarked,” made by central banks in the execution 
of monetary policy irrespective of exchange rates 

All of these types were familar before the war, but the 
eleven years of monetary confusion preceding England’s 
return to gold resulted m a very striking change m their 
relative importance, and in the motives leading to ship- 
ments of the third type. 
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Shipments of the first type are made because the legal 
arrangements which constitute a gold standard afford, 
under certain circumstances, a profit in the shipment of 
gold from one country to another. These legal arrange- 
ments provide a framework withm which the play of private 
interest is permitted to operate to bring about certain 
desired effects This general framework consists in the 
legal enactments whereby central banks and treasunes 
are made compulsory buyers and sellers of gold in un- 
limited quantities at fixed pnces These legal obligations 
placed upon central banks introduce, as long as they are in 
force and enforced, a fundamental difference between the 
demand for gold and the demand for all other commodities 
and services It was the fact that such a legal compulsion 
to buy all the gold offered to it was laid upon the United 
States Treasury, that enabled England and other countries 
dunng the post-war period to bmld up dollar balances m 
America by gold shipments when the balance of other 
pa3unents failed to do so, and when they were in urgent 
need of doUar exchange The demand for gold presents, 
therefore, an obvious contrast to the demand for other 
goods entering into international commerce Goods and 
services are desired for the satisfaction of human wants 
Tiie First Type are not unlimited They enter into 

—International international exchange when their price is 
Sm Srpn- ^ make the demand of foreign coun- 

vate Commer- tries for them effective in the country in which 
ciai Profit produced, or by which they are 

rendered The demand vanes with the price. This pos- 
sibihty of the mutual satisfaction of wants by the inter- 
national exchange of goods and services has as its result 
reciprocal demands of different countries for the means of 
payment of other countries These meet in the exchange 
markets, and the rate of exchange settles at a point which 
will clear the market, in exactly the same manner as 
any other market pnce The extent and character of 
these reciprocal demands are m general conditioned by 
the relative pnce levels in the different countries, and 
the rate of exchange tends to express that relation- 
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ship ’ It IS, of course, quite true that under conditions such 
as those immediately foUowmg the war, when a number of 
countries experience an acute shortage of goods obtainable m 
the markets of another which is not offset by a strong demand 
from abroad for their own products, the intense demand 
of such countries for imported goods wiU upset the equili- 
brium of the exchange market But a corrective movement 
will certainly be set up such as that described m Chapter 
III ® Left to itself, this corrective movement will restore 
the previous equilibrium. It may be encouraged by loans 
made by the country of less demand to the countries of 
intense demand, as an alternative to loss of orders for 
export 8 It may also be checked by a change m relative 
price levels such that the new exchange rates no longer 
make imports into the countries of intense demand relatively 
more expensive than before In any event, it is the mutual 
satisfaction of wants through the purchase and sale of goods 
and services which forms the groundwork and foundation 
of the foreign exchange markets Upon this foundation is 
reared the superstructure of transactions answenng to other 
influences such as have been traced in preceding chapters 
— among them fear, uncertainty, intelligent anticipation. 

’ This position has long been supported by the advocates of the 
purchasing power parity theory of exchange It is in its essentials the 
view of practical central bankers to-day For example, in his testimony 
before tbe Royal Commission of Indian Currency and Exchange, Mr 
Montagu Norman, Governor of the Bank of England, said : " I regard 
the exchange, allowing for the natural play of the market, to be the real 
measure of the relation of internal to external prices I do not see how 
it can be otherwise ” Evidence, etc , Vol V, p 233, Q 14,555 

« Cf Chapter III, p 64 

* Such was the efiect of many American loans to Europe Illustrative 
of the way in which this effect actually worked out is the following extract 
from a review of business conditions in the Middle West of the United 
States in 1924 by Mr George Woodruff, Vice-Chairman of the National 
Bank of the Republic, Chicago '* Short crops in some sections and the 
prospect of foreign purchases based on American financing of foreign 
countries and their subjects, helped the price of most agricultural pro- 
ducts, and in a marked way this change m agncultural conditions helped 
to put our domestic purchasing power on a sounder basis, and as Amencan 
financing of foreign countnes proceeded we experienced a sharp rise in 
exports This situation seems to have worked out about as we had 
anticipated because we were expecting that our temporary boom of a year 
or so ago based on building, on road construction, on railroad purchases, 
and finally on instalment bujung, would finally he earned along hy Amencan 
financing of Europe and an increase tn exports “—Commercial and Financial 
Chronicle, January 31, 1925, p 507 (itahcs author’s) 
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As long as the legal arrangements which constitute the 
framework of the gold standard continue to exist, ship- 
ments of monetary gold by pnvate interests form no part 
of the groundwork of the foreign exchange market as des- 
cribed above They do not precede, but follow exchange 
transactions Exchange profit is the reason for their exist- 
ence Those who initiate and carry through these ship- 
ments have no interest in gold, either for use as money, 
or for any other purpose By following their own self- 
interest, however, they do act as the channel through which 
the demand of the ultimate buyers, the central banks and 
treasuries is expressed. The demand of these ultimate 
buyers of gold is, under the gold standard, different from 
^1- T^ j the demand for all other commodities. Their 
for Gold and demand IS a demand imposed upon them by law 
^®^^®“a'ndfor jt does not increase with dechnes in the value 
° of gold. It does not decrease with increases 

in the value of gold At whatever value gold may happen 
to have within a gold standard country, the demand of 
the central bank or treasury of that country is unlimited, 
and is expressed by a wilhngness to buy all the gold offered 
to it at a fixed price As between two gold standard coun- 
tries there will be no inducement to move gold from one 
to the other unless the fixed price offered m one represents 
a greater general purchasmg power than the fixed price 
that must be paid in the other But goods of other kinds 
do not move in international trade primarily because of 
the general purchasing power which they represent, but 
because they satisfy wants. Unless foreign trade is to 
cease entirely, there is always some effective demand for 
goods in foreign markets on the part of all trading countries, 
whatever the relative levels of prices in those countries 
This effective demand for goods and services at bottom 
determines the exchange rate, and is always exerting pres- 
sure upon the exchange rate to move in the direction of 
the purchasing power parity But in the case of gold for 
monetary use, there is no effective demand m one country 
on the gold standard from another country on the gold 
standard until the exchange rate, moving m response to 
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other forces, indicates that gold has a greater value m one 
of these countries than in the other. When the exchange 
rate does so move, an opportumty is presented to private 
interests of securing an exchange profit by buying gold in 
the one country and seUmg it in the other 1° As long as 
the exchange rate remains at a point where this profit 
IS possible, they may continue to do so Through their 
agency, therefore, the demand for gold of the country in 
which the value of gold has risen relatively m the country 
in which the value of gold has fallen relatively becomes 
effective, until the exchange rate changes in such a manner 
as to indicate that the discrepancy in the value of gold 
in the two countries has been overcome. 

A peculiar modification of this situation existed durmg 
the whole of the post-war period as between England and 
America Gold was more valuable in America than in 
England, but the demand of America for gold was not 
allowed to become effective as far as gold in England was 
concerned by the prohibition of gold export It spent 
itself upon the new gold coming to London for sale to the 
highest bidder For this gold the American demand was 
unlimited at the American parity price, which repre- 
sented the highest pnce at which gold could be bought in 
London, sold in New York, and the proceeds remitted to 
London without loss. Above this price, Amencan demand 
was non-existent, and any purchaser of gold whose demand 
was a true consumption demand could outbid the United 
States by paying only a very shght additional amount. 
Such a buyer was India, and as a result America became 
merely a residual buyer of gold, not an effective competitor 
for it. 

To sum up, therefore, the discussion of the orthodox 
movements of monetary gold under the gold standard, the 
foHowmg may be said exchange fluctuations result from 
changes in the reciprocal effective demands of different 
countries for goods and services m each other’s markets. 

Since central banks and treasuries in their dealings in gold are 
always buying dear and selling cheap, those who deal with them are not 
likely to lose 

Cf. Chapter II, p 38 
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When these demands are unequal they are modified by, 
and brought into approximate equilibrium by the very* 
exchange rates which they themselves create But exchange 
fluctuations create the entire effective demand for gold for 
monetary purposes between gold standard countries oper- 
ating upon orthodox gold standard principles When a 
demand for gold has thus been created, it tends to modify 
and reverse the movement in the exchange rate which has 
brought it into being. Gold moves in such a way as to 
redress the balance of international payments at ]ust those 
points where the international exchange of other goods 
and services has failed to brmg about an equilibrium 
The correction imposed by fluctuations in exchange rates 
upon the volume of goods and services entering into inter- 
national commerce is reinforced by the correction imposed 
upon the fluctuations of exchange rates by gold movements 
Both these corrections are supported by measures taken 
by central banking authorities in the countries concerned 
upon the signal given by the movements of gold From 
this results stability of exchange and a world value of 
gold. 

The second type of international gold movement char- 
actenstic of the old gold standard and continued under the 
The Second new, IS the shipment of gold to the East, the 
Sh? mente to between Eastern countries, 

the East and and the Sale of gold to the trade for use in 
for the Arts the arts Such gold movements would, of 
course, continue to take place if the gold standard were to 
be entirely done away with, just as they took place before 
it was established But they are profoundly affected by 
the existence of the gold standard in Western countries. 
For the existence of the gold standard introduces a 
peculiarity into the conditions of supply not found in the 
case of any commodity other than gold The wilhngness 
of central banks and treasuries to buy and sell gold at a 
fixed price whether or not it is convenient for them to do 
so keeps the supply price of gold for the trade, and in 
Eastern countries, whose exchanges have been linked to 
those of gold standard countries, steady. The demand for 
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gold from these sources is prevented, therefore, from experi- 
encing fluctuations arising from changes in the supply price 
This IS important because both Indian and trade demand 
for gold are in their nature very elastic An account has 
been given in earlier chapters of the manner m which the 
supply price of gold m India fluctuated during the re- 
construction period, first on account of the identification 
of the value of the rupee with the value of its silver content, 
and secondly, after the rupee had resumed its token char- 
acter, because fluctuations in the price of gold m London 
were not offset by equal and opposite changes m the sterling- 
rupee exchange rate It has been shown how great were 
the changes in Indian demand which resulted from this 
situation The establishment of the gold standard in 
England, accompanied by a gold exchange standard in 
India, prevented this elasticity of demand from con- 
tinuing to be a factor m the distnbution of gold, except 
m the very long run. The demand for other goods has a 
direct influence upon the price of those goods As long 
as the gold standard is m full operation, however, the 
demand for gold from the East does not influence its price 
m gold standard countries and only influences its value 
through the most indirect and roundabout channels Of 
these the chief is the limitation which it puts upon the 
amount of gold which is permitted to get into the currency 
systems of gold standard countnes In this way, in a 
manner which cannot be traced and to an extent which 
cannot be measured, the consumption demand for gold 
influences the price levels of gold standard countries and 
therefore the value of gold But many other factors enter 
into the determination of these price levels, especially since 
the introduction of the vanous modifications of gold stan- 
dard practice It is true that changes m the price levels 
held together by the gold standard mechanism will be 
reflected in changes m the relative value of gold and other 
goods m Eastern countnes. In Eastern countries which, 
like India, are on the gold exchange standard this will be 
expressed by an alteration m other Indian prices while the 
pnce of gold does not change In other Eastern countries 

T 
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on a silver standard it will be expressed through changes 
in the pnce of gold due to alterations in exchange rates. 
In either case, in the long run, there will be some scope for 
the natural elasticity m the Eastern demand for gold to 
express itself, and for changes in the annual proportion 
of the world’s gold taken for the East to take place But 
this IS a far cry from the type of fluctuation in demand 
arising from changes m the supply price of goods in ordinary 
markets In the short run, as long as free gold markets 
and purchase and sale of gold in unlimited amounts at 
fixed prices prevail in gold standard countries, changes in 
the amount of gold taken for the trade and for Eastern 
countnes will arise entirely from adjustments on the demand 
side There wih be a fairly clearly established normal re- 
quirement at the price fixed by the legal gold standard 
mechanism, from which there will be variations due to 
changes in the degree of prosperity or depression experi- 
enced by the consumers of gold for non-monetary pur- 
poses 

The case is the exact reverse of that in which gold pro- 
ducers are placed Consumers of gold for non-monetary 
^ purposes find themselves faced with a supply. 

The Supply 

Gold and the unlunited in amount, but rigid as to price 
Supply of Producers of gold find themselves faced with 
a demand unhmited in amount but rigid as 
to price. The adjustment of the supply of new gold to 
demand must take place entirely from the supply side. 
These extraordinary modifications introduced into the 
conditions of demand, and the conditions of supply of gold 
by the legal mechamsm of the gold standard make it a 
dangerous over-simphfication of the case to say, as is so 
often done, that the value of gold is determined by the 
forces of supply and demand, “just like any other com- 
modity,” as long as that legal mechamsm is m full force 
and effect. 

The third type of gold movement under the gold stan- 
dard charactenstic of the new conditions established after 
the war and continued on mto the new era of gold stan- 
dard administration is the movement of gold for monetary 
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purposes by central banks irrespective of exchange rates. 
The gold standard of pre-war days was essentially, as has 
been stated above, a framework of legal stipulations and 
rules giving scope for the play of private self-interest to 
bring about movements of gold sufficient to hold devia- 
tions from the mint par of exchange within gold points, 
and, by setting in motion corrective forces, to eliminate 
the causes of such deviations But the conditions which 
Third T from the war and reconstruction period 

—Gold ship-^^^caUed for a more direct control of the monetary 
ments by Cen- machine than these traditional gold move- 
trai Banks ments Supplied They were left to function as 
before, but were supplemented by the movement of gold 
from one nation to another by central banks in response 
to wider monetary considerations The movements here 
referred to, whether physical or in ownership only, as in 
the case of earmarkmg, amount to the purchase of gold 
as a commodity in one coimtry and its use as money m 
another They violate the essential principles of gold 
standard practice of pre-war days, for gold movements 
of this type indicate no disequilibrium of prices between 
different countries. They teh nothing of the relative 
value of gold m different parts of the world. They are 
often capital transactions made with a view, not to the 
correction of deviations in the foreign exchange, but to 
the provision of, or increase in, the limiting element in the 
currency systems of different countries As the recog- 
nition of the fact that the function of gold in a modern 
currency system is to limit the amount of other in- 
struments of payment in circulation and not to serve 
as “ backing ” becomes more universal, the possibilities 
of this tjrpe of gold movement become more important 
They provide one of the means by which the value of gold 
may be regulated For by dehberately moving gold from 
one bank reserve to another through purchase and sale 
regardless of exchange profit, a distribution of the metal so 
as to prevent undue deflation from scarcity or inflation 
from over-abundance becomes conceivable without abandon- 
ment of existing ideas about reserve ratios. And to some 
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extent the gold movements described in earlier chapters 
did fulfil this function The gold taken by Germany, for 
example, when her dollar balances were replenished by 
the International Loan in 1924, was used to increase the 
reserves of the Reichsbank, that is to say, to increase 
the limiting factor on the amount of German currency 
and credit that could be issued without abandonment 
of the idea of a 40 per cent reserve ratio on the one hand, 
and without danger of unlimited inflation on the other 
Similar also was the setting aside of gold in the Federal 
Reserve Bank of New York to serve as “ backing ” for 
currency notes in the Argentine Similar also, although 
not quite the same in principle because of the unique 
position of South Africa as a gold-producing country, is 
the arrangement between the Bank of England and the 
Reserve Bank of South Africa for the periodical earmarking 
and release of gold at the Bank of England in order to 
keep the reserve ratio of the Reserve Bank from experiencing 
great fluctuations. ^ ^ It is natural that such gold movements 
should largely take place between the United States and 
other countries on account of the distribution of gold brought 
about by war and reconstruction In 1927, for example, 
almost the whole of the $151 miUions net gold exports 
from the Umted States may be accounted for by shipments 
of this type 

TeUmg a different story, directed towards a different 
end, completely at variance with the pnnciples of the old 
gold standard, such shipments of gold require a different 

In speaking of the use of the proceeds of the External Loan of 1924 
in the German economy, the Report of the Agent-General for Reparation 
Payments of December 10, 1927, says " Manifestly the Reichsbank’s 
reserves plus such German-owned funds held abroad as might still be suscep- 
tible of conversion into gold were far too slight to support the credit 
structure which German rehabilitation demanded Quite aside from the 
additional reserves required against a growing currency, credit was required 
for the uses of agriculture and to cover the ordinary interchanges of 
commerce and industry ” Report, etc , p 88 

The Commercial and Financial Chronicle, February 21, 1925, p 894 

Monthly Review, Midland Bank, Ltd , December, 1927-January, 
1928 " Gold Operations of the South African Reserve Bank,” pp 1-3 

For a good discussion of this aspect of the gold exports from the 
United States in 1927 see the Monthly Letter of The National City Bank 
of New York, January, 1928, pp 5-6 
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technique on the part of the banks receiving and the banks 
losing them Gold movements expressly designed to serve 
as instruments for the control of changes in price levels 
m the future through their incorporation in monetary 
systems are different m nature from those which take 
place as a result of changes m pnce levels in the past 
Monetary policy should recognize this difference, and per- 
mit the private shipments, indicative of lack of equilibrium 
m the other exchanges between the countries involved, to 
exert their full orthodox monetary effects m keeping price 
levels together, while partially offsetting the money market 
effects of the movements of gold designed in the last analysis 
to prevent undue fluctuations m its value 

The new gold standard began, then, with three clearly 
distinguishable types of gold shipment playing a part m 
its operation But clearly as they may be divided in prin- 
ciple, the first and the last were not always clearly separ- 
able in practice. The widening scope of the gold market 
afforded ample opportunity for gold movements of many 
sorts For example, the attraction of gold through deliber- 
ately influencing the exchange, the repulsion of gold through 
changes in buying rates and similar devices, as well as long 
continued support lent to the exchange rates through induc- 
ing great international movements of funds, often pre- 
vented gold movements of the first or orthodox type from 
taking place when they would otherwise have been made 
In the account to be given m the next chapter of the be- 
ginnings of the operation of the new gold standard many 
examples of management of this type will be cited, but 
the sharp distmction which exists m principle between the 
two tjTpes of shipment wiU be seen not to have been en- 
tirely blurred m actual practice. 

In concluding the discussion of some of the general 
features of the new gold standard to which the present 
The Orgamza- devoted, a brief survey of the mech- 

tion of the Gold anism through which it began to operate will 
made. The return of England, the Domin- 
ions and other countries to the gold standard 
in April, 1925, restored the possibility of gold shipments 
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of the first of the three types over a wide area by greatly 
increasing the number of central banks either compelled 
to buy and sell gold at fixed prices, or willing under certain 
circumstances to do so. First in importance among these 
was, of course, the Bank of England, which took its place 
beside the United States Treasury as the second great 
compulsory buyer and seller of gold under all circumstances 
and in unlimited quantities A much less absolute com- 
mitment m respect to purchases and sales of gold was 
assumed by other central banks, but the administrative 
practice of many of these was in varying degree brought 
into accord with gold standard prmciples Of the limita- 
tions placed upon the movement of gold under the exchange 
profit motive by certam of these central banks, the posi- 
tion of the Netherlands Bank may be taken as typical 
Upon the return of Holland to the gold standard, the 
Netherlands Bank did not assume an unlimited obligation 
to buy and sell gold at a fixed price. It assumed only an 
obhgation to sell gold when the foreign exchange reached 
the gold export point from Holland, and then only to 
countries from which it could be repurchased Its pur- 
chases were, in fact, made upon gold standard principles, 
but only in accord with administrative regulations, not 
under compulsion of law. In contrast to the obhgation 
of the Bank of the Netherlands to sell, but its option to 
buy gold, was the obligation of the German Reichsbank 
to buy, but its option to sell The Reichsbank Law of 
August 30, 1924, provides that the Reichsbank shah, be 
obhgated to purchase any gold offered to it by the issue 
of its notes at the fixed rate of 1,392 Reichsmarks per 

Por an excellent account of the gold policy of the Netherlands Bank 
see the Monthly Review of the Midland Bank, Ltd , November-December, 
^^927, pp 4-5 This account says m part " The statutes governing 
the Netiierlands Bank impose no obligation to buy gold at any particular 
price, or indeed at all, though as a fact the practice has invariably been 
to buy all gold offered to the Bank in Amsterdam On the other hand 
the Bank is committed, under the terms of an understanding reached 
with the Government in 1903 and renewed in 1925, to sell gold at fixed 
rates on demand, provided the exchanges have reached the gold export 
point Secondly, when Holland and Great Britain, with other countries 
returned to the gold standard at the end of 1925, it was decided not to 
allow exports of gold to countnes which did not themselves permit free 
exportation to Holland.” 
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pound^’ of fine gold, and to redeem its notes in gold or in 
gold exchange at the same rate. The latter provisions, how- 
ever, did not enter into force with the rest of the Act, and 
can only be applied by the consent of the General Board of 
the Bank and the German Government Even the purchase 
provisions were flexible within limits Jn addition the 
Reichsbank may cause any gold offered to it to be ex- 
amined and assayed “ at the expense of the person deliver- 
ing the gold ” In other countnes central institutions 
were wilhng to buy gold offered to them at fixed prices 
but not to sell, as, for example, the Caja de Conversion 
of the Argentine The restoration of a free gold market 
in London meant that the demand of such institutions 
would come once more into open competition for gold in 
the open market, or even become effective at the Bank 
of England when the position of the exchanges moved 
strongly against England In addition, as all central 
banks are authorized to buy or sell gold, there was 
nothing to prevent decisions being taken by any of these 
to buy gold m London regardless of the exchange position. 
The central banks of countnes in which a stnngent embargo 
on gold exports was stiU enforced, as m France, for example, 
were by no means excluded as possible purchasers in the 
London gold market or at the Bank of England. 

German Bank Law of August 30, 1924, paragraph. 22 Reparations 
Commission Official Documents, Vol XIV, p 188 One German pound 
contains 500 grams and therefore is equal to ^ a kilogram The price of 
1,392 Reichsmarks per pound is therefore the equivalent of 2,784 Reichs- 
marks per kilogram 

An example of the use to which the slight flexibility in the buying 
rate of the Reichsbank was put is given m the Report of the Agent-General 
for Reparation Payments, December 10, 1927, p 95, as follows " The 
dechne of the dollar (from August, 1927, on) while it did not reach the 
point at which it would be profitable to buy gold in New York and bring 
it to Germany, did approach a point at which it would pay to convert 
dollars into sterling, buy gold in London, and bring gold to Germany. 
That no such transactions took place in any substantial sums was owing 
mainly to the fact that on October 18 the Reichsbank lowered its bu3ang 
rate for gold from the statutory mint equivalent of 2,790 Reichsmarks per 
kilo of fine gold to 2,784 Reichsmarks, the lowest point at which it is legally 
qualified to buy gold ” 

German Bank Law, etc , loc cit 

The decree of May 12, 1925. lifting the prohibition on the export 
of gold did not authorize the Caja de Conversion to sell gold For the 
text of the decree see Memoria del Departamento de Hacienda, Argentine 
Republic, 1925, p 430 
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The return of England and other countries to the gold 
standard in 1925 greatly widened the area to which ship- 
Th London could be made as an exchange 

Buliion^Market transaction, but did not to the same extent 
After England’s widen the area from which gold could be drawn 
Return to o d London upon the same basis It made 
gold available in London to any purchaser in the world 
who was prepared to pay the market or the Bank of Eng- 
land selhng price, either because any one of the exchanges 
had gone against England, or for any other reason Under 
these circumstances the open market for gold in London 
became of vital importance to the economy of England, 
for it acted as a first line of defence against this world- 
wide demand for gold which without it would have had to 
be met by the gold reserves of the Bank of England An 
account will therefore be given of the mechanism of the 
open market for gold in London as it was organized after 
the return to gold There were three important modifica- 
tions in its machinery introduced by the return to the 
gold standard These were the appearance of the Reserve 
Bank of South Africa as the pnncipal seller of new gold , 
the greatly increased number of buyers , and the restnc- 
tion of fluctuations in price to i^d , the spread between the 
pnce at which the Bank of England would buy, 77s (^d 
per standard ounce, and the price at which it would sell, 
79s io\d per standard ounce 

It has been shown in Chapter VIII that when the pre- 
mium on the South African pound over the English pound 
actually offset the premium in the price of gold in London 
m January, 1925, the gold producers of South Africa retained 
their gold m the Umon, takmg it to the Pretoria Mint to 
be coined into sovereigns Such a procedure, if long con- 
tinued, would have had two undesirable results It would 
have resulted in the coinage of large quantities of sovereigns 
m South Africa that were not needed, and would have 
kept the London- Johannesburg exchange continually at 
the gold export point from South Africa by cutting off 
the demand for South African pounds on the one hand and 
lowenng the value of gold in South Africa on the other. 
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This would have brought the South African banks into 
-n + ^fthe market as exporters of sovereigns, and 
the Reserve shifted the costs of realization at first on to 
Afr^a°m^thf^ shoulders of South African importers, 
Marketing Pro- but ultimately back again to the gold pro- 
ducers through a lower purchasing power of 
gold in South Africa In anticipation of the first of these 
results, the coinage of unnecessary sovereigns m South 
Africa, negotiations between the South African Reserve 
Bank and the gold producers were set on foot in December, 
1924,^^ to arrange for the sale of part of the gold produced 
each week directly to the Reserve Bank Such an agree- 
ment was reached and it came about, therefore, that most 
of the South African gold brought to London for realiza- 
tion was sold there for the account of the Reserve Bank 
of South Africa 22 If an equal amount of gold were pur- 
chased by the Reserve Bank in South Africa and sold by 
the Reserve Bank in London each week, it is clear that, 
as far as these transactions were concerned, the reserves 
of that bank would have remained constant. But this 
was not the case. Not all of the South African gold was 
sent to London for sale, and in a given week the gold 
brought in South Afnca might be more or less than that 
arriving in London and there sold Consequently, the 
part played by the Reserve Bank of South Africa in mar- 
keting the new production would have resulted in violent 
fluctuations in its own reserve ratio, had not the device of 
earmarking and release of gold at the Bank of England 
been resorted to This arrangement was possible because 
of the large balance maintained in London by the Reserve 
Bank for the purpose of meeting demands made upon it 

Evidence of Mr W H Clegg, Chairman of the Reserve Bank of 
South Africa before the Kemmerer-Vissering Commission, December 27, 
1924 Report, p 326, Q 3144 

Since June i, 1926, tiie Reserve Bank has purchased all gold bullion 
offered to it by the gold producers In 1926, 84 64 per cent of all the gold 
produced in South Africa was sold to the Reserve Bank and in 1927, 90 9 
per cent The direct shipments from Durban to India are arranged 
by the gold producers, actmg, however, as agents for the Reserve 
Bank 

*® Gold in South Africa, in transit and in London count equally as 
reserves of the South Afncan Reserve Bank, 
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by South African importers for sterhng exchange, 2* a 
balance which was from tune to time replenished by the 
shipment of sovereigns from South Africa 
A certain proportion of the South African gold con- 
tmued to be shipped direct to Messrs N M Rothschild 
by the producers for sale m the open market This gold 
IS first sent physically to the Bank of England, by whom 
it IS delivered to Messrs Rothschild Certain other ship- 
ments, chiefly Rhodesian gold, usually arrive on the same 
steamer with the Rand gold and are dehvered by the 
Bank of England to refiners in London pending sale Most 
important, however, of the gold arrivals m London are 
TheHandiin shipments from the Reserve Bank of 

of Gold m SI South Africa These are consigned to the 
London open Bank of England, unpacked, checked and 
weighed, and held in the Bullion Office pending 
sale in the open market These vanous shipments from 
South Africa make the London open market for gold. On 
the day of the opemng of the gold market, usually a Tues-* 
day as steamers arrive from South Africa on Monday as 
a rule, the gold is physically located in three different 
places, the gold shipped by the producers direct at Messrs 
Rothschild’s refinery, the Reserve Bank gold at the Bullion 
Office, the Rhodesian gold at vanous refinenes But it 
is aU in the hands of Messrs. Rothschild for sale. The 
outward appearance of the gold market was not changed 
by the return to gold It continued to be a meeting of 
a few men, the buUion brokers representing buyers, and 
Messrs. Rothschild representing the sellers, at the office 
of Messrs Rothschild But the nature of the business 
transacted was greatly altered by the fact that no pnce 
higher than 84s ii 45^? per fine ounce need be paid nor 
any pnce lower than 84s 9 %xd per fine ounce received 

In his speech before the shareholders of the Reserve Bank, on June 
II, 1926, Mr W H Clegg, the Governor, made the following reference 
to these balances " During the year (1925) we found it necessary, in 
order to meet the large and frequent demands for exchange from the 
commercial banks, to estabhsh an arrangement whereby the Bank of 
England held for us a fund of ;^5oo,ooo (more or less) employed at intervals 
in tile London market at caU " Journal of Institute of Bankers in South 
Africa, for June, 1926, 
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because of the legal obligation of the Bank of England to 
seU or buy at these prices The exact manner m which the 
open market price of gold is fixed is not a matter of record 
No account of the meeting at which the open market for 
gold IS conducted has ever been given But it is clear that 
die prevailing rates of exchange, the demand of India and 
the trade, and the presence or absence of special buyers m 
the market will determme whether or not Messrs Roths- 
child, as agents for the producers, can obtain for them a 
price higher than the buying price of the Bank of England 
If they cannot dispose of aU the available gold to better 
advantage on the first day after its arrival and if, in their 
judgment, no buyers at a higher price are likely to come 
forward the following day, what remains is sold to the Bank 
of England In the case of Reserve Bank gold the transaction 
IS closed by a transfer to the credit of the Reserve Bank’s 
account, which takes the form of a cheque drawn by the 
Bullion Department of the Bank on the Issue Department 
with whom the gold is lodged In the case of other gold 
the Bank of England makes payment by a Bullion Office 
cheque, which is cleared the same day, and increases its 
deposit liability, presumably to some one of the Joint Stock 
Banks In the meantime, the gold sold to other buyers 
is delivered over to them by Messrs. Rothschild, who, in 
the case of Reserve Bank gold, call for it at the Bank of 
England, making payment by cheque on some Joint Stock 
Bank, which is likewise cleared the same day and the 
account of the Reserve Bank credited The whole trans- 
action IS on a cash basis without involving interest adjust- 
ments The gold itself is sent immediately to ships or 
airplanes for dispatch to its various destinations, these 
arrangements for rapid handhng bemg of the very essence 
of the transactions on account of the importance of interest 
charges m the cost of shipping gold 

The four entries which result at the Bank of England are these 

(1) In the Issue Department, a debit to gold and a credit to Notes, and 

(2) in the Banking Department, a debit to Notes and a credit to the account 
of the Reserve Bank of South Africa 

A detailed technical account of the gold market in London would 
have to include a number of adjustments made later in the week to round 
out the payments mentioned here, and cover various charges. 
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There are a number of ways in which a consideration in 
detail of the open market for gold in London contributes 
to an understanding of the new gold standard It is 
apparent that whenever the rate of exchange between 
England and any gold standard country, or any country 
in which there is, m fact, any institution willing to buy 
The Open Mar- ^ begins to approach 

ket for Gold IS the gold export point, bids may be made in 
Soefenc^S® behalf of that country in the gold market 
the sterling before it IS profitable to take gold from the 
Exchange reserves of the Bank of England for shipment 
to that country Gold therefore begins to move m such 
a way as to strengthen sterling exchange where it is weakest 
before any loss to the gold reserve of England takes place 
And this is true not only of the gold physically shipped 
to London, but also of all other South African gold 
actually exported from the Umon For Messrs Roths- 
child act as selling agents for all the South African gold 
exported Shipments from South Africa to India, Argen- 
tine and Australia are paid for in London and strengthen 
the sterling-rupee and the sterlmg-peso exchanges Nor 
are they unconnected with the Bank of England buying 
rate for gold, for they would not be made unless they were 
more remunerative than shipment to London for sale to 
others in the open market, or to the Bank of England at 
its buying rate. The open market for gold in London thus 
acts as a first hne of defence for the sterling exchange and 
for the gold reserves of the Bank of England, and con- 
versely it interposes an obstacle to the acquisition of gold 
by the Bank of England when the exchanges are moving 
m favour of London 

Futhermore, the operation of the open market for gold 
stiU leaves open the way for Indian, trade and other con- 
sumption demand for gold to satisfy its requirements before 
the monetary demand can be met The brokers in the 
open market for gold whose bids are based upon exchange 
calculations cannot go above a maximum point without 
destroying the finely calculated profits which are the 
object of their purchases By offering even a farthing more 
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in the price, India and the trade can secure their require- 
The Consump- and wiU do SO as long as the resultant 

tion Demand pnce to them IS less than the Bank of Eng- 
fied^Sr^the selling pnce and they continue to want 
Monetary gold. When the exchanges are so favourable 
Demand England that other bidders are excluded 

from the market the Indian bid, either fob Durban or 
London, need only be a fraction above the bid of the Bank 
of England of 77s per standard ounce at the Bulhon 
Office If the exchanges are such that the cheapest market 
of all IS found in some gold standard country which is 
losing gold, Indian demand can make itself felt at the 
central bank of that country, and thus dimmish the total 
stock of monetary gold in the world, offsetting the increase 
in that stock being made elsewhere by purchases by other 
countries of the new gold supply Under the gold standard 
restored in 1925, just as in the reconstruction period, the 
Indian demand for gold, and other similar consumption 
demands, are satisfied first, and monetary demands get 
only the balance of the new additions to the world’s gold 
supply 



CHAPTER XII 

THE FIRST STEPS OF THE NEW GOLD STANDARD 


In the preceding chapter emphasis has been laid upon 
the fact that one of the distinguishing characteristics of 
the international gold standard as restored in 1925 under 
the leadership of England and the United States was the 
movement of gold from one country to another irrespective 
of the state of the exchanges Such movements have been 
availed of to a very large extent m setting up anew and 
putting into operation the gold standard mechanism des- 
troyed by the war They may become one of the chief 
means by which the wider objective of the new gold standard, 
an approximate stabihzation of the value of gold, may be 
achieved in the future An examination of the distribution of 
gold immediately after the restoration of a free gold market in 
London, in which such shipments played a very considerable 
r 61 e, will therefore be helpful m drawing conclusions as to 
the manner and degree in which the new gold standard may 
be expected to contribute to the stabihzation of world prices 
A full account of the activities of the London buUion 
market, and of important movements of gold outside it 
Distribution of as they developed after April, 1925, would, of 
RestoSSn^f exceed the scope of the present 

the Gold Stan- Study. Only the more striking of these will 
dard be Selected to illustrate the distribution of 

gold through the three general types of gold shipment dis- 
tmgmshed m the last chapter From the very outset gold 
shipments of the first or “ normal ” gold standard type 
were greatly obscured by a variety of gold shipments of 
the third type. These latter will be described first because 
their influence upon exchange rates and upon money markets 
was one of the important elements in the complex of forces 
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which combined to bring about the private shipment of 
gold for exchange profit 

It has been pointed out that the open market for gold 
in London acts as a buffer, standing between the gold 
reserves of the Bank of England and the world- 
Goid^by Sp- wide demand for gold, and that the new gold 
mrats of the from South Africa is the backbone of the open 
market. At the very commencement of the 
new order, however, when gold could be demanded as of 
nght from the Bank of England by any purchaser in the 
world possessed of the means of paying for it, the efficiency 
of this buffer was impaired During 1925 shipments of 
gold from South Africa to London for sale in the open 
market were small in total amount and variable in size 
of individual consignment The chief reason for this was 
the retention of gold in South Africa in connection with 
the return of the Union to a gold standard with a gold 
currency ^ Not until 1926 did shipments become both 
regular and substantial ^ Under these circumstances the 

1 Direct slupinents from Durban to India, which had become a regular 
feature of the marketing of South African gold, continued and reduced 
the total amount available for shipment to London But such shipments 
being paid for in London were identical in their effects upon the rupee- 
sterling exchange with purchases in the open market for Indian account 
The gold currency was officially restored in South Afnca on May i8, 
1925 The London Econormst, May 23, 1925, p 1015 
® Imports from South Africa into England were 28 per cent less in 
1925 than in 1926 The figures are shown monthly in the following table 
compiled from the Bankers' Magazine, London 

Imports op Gold into England from South Africa as shown in the 
" London Gazette,” * 1925-1926 


1925 

1926 

Dec 20, 1924-Jan 

17,1925 £1,280,919 

Dec 

16, 1925-Jan 13, I926£2,825,842 

Jan 24, 1925-Feb 

14 „ 

585,377 

Jan 

20, 1926-Feb 13 


2,113,891 

Feb 21 „ -Mar 

14 „ 

1,684,168 

Feb 

20 

„ -Mar 13 


2,250,597 

Mar 21 „ -Apr 

18 „ 

1,832,828 

Mar 

24 

„ -Apr 14 


245,375 

Apr 25 „ -May 

16 „ 

525,609 

Apr 

21 

„ -May 12 


1,385,738 

May -Tune 

13 „ 

1,448,549 

May 

19 

„ -June 16 


4,655,652 

June 20 „ -July 18 „ 

5,340,219 

June 26 

„ -July 10 


3,715,854 

July 25 „ -Aug 

12 „ 

3,813,326 

July 24 

„ -Aug 20 


4,354,349 

Aug 19 „ -Sept 16 „ 

1,206,233 

Aug 

27 

„ -Sept 17 


3,023,613 

bept 23 „ -Oct 

14 „ 

671,785 

Sept 

24 

„ -Oct 15 


1,182,093 

Oct 21 ,, -Nov 

II ,, 

4,465,005 

Oct 

22 

„ -Nov 19 


5,438,189 

Nov 18 „ -Dec 

9 „ 

816,4x3 

Nov 

26 

„ -Dec 10 

„ 

1,717,548 

£23,670,431 

£32,908,741 


* These figures are reported subject to delay which may amount to as much 
as three weeks Cf Bankers' Magazine, Ocidher, 1925, -g 595. 
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consummation of a number of special gold transactions of 
the third type was of peculiar importance to the Bank of 
England On May 15, 1925, the German Reichsbank 
sold to the Bank of England £1,610,000 in gold taken from 
its own gold reserve held abroad in order to replenish its 
sterhng balances ^ A few days later, on May 26, another 
substantial addition was made to the gold holdings of the 
Bank of England through the purchase by the Bank of 
£1,166,000 in bar gold imported from Russia ^ Neither of 
these sales was in any sense an exchange transaction Again 

in June and July the Bank of England bought £5,000,000 from 
the Bank of the Netherlands m sovereigns, the shipments 
The Sale of being made in five parts of £1,000,000 each 
Gold to the The transaction is a very clear-cut example 
th?" what may be accomphshed under the gold 
Netherlands standard by the violation of its rules From 
Bank point of View of the Netherlands Bank 

the sale was advantageous because at that time it was 
embarrassed by gold reserves far m excess of its requirements, 
and large enough to interfere seriously with its earnings, 
while on the other hand the Bank of England felt the need 
of strengthening its gold position against future drains 
The investment of the proceeds in the London bill market 
increased the earmngs of the Netherlands Bank and also 
increased the amount of Bank of England funds in the 
London money market ® On June 30 the Bank of England 
bought £595,000 of new gold from South Africa, the first 
South African gold to reach the Bank since the return to 

® Fmanctal News, London, May 25, 1925, p 5, col 4, and August 24, 

1925 

The Wall Street Journal in its issue of May 25, 1925, said " Gold to 
the amount of ^1,610,000 acquired by the Bank of England on May 15 
from Rothschild was part of the German Reichsbank Reserves held 
abroad The Reichsbank return on May 15 showed a decline in gold 
reserve abroad of 31,412,000 marks ” 

* F%nancxal News, London, May 23, 1925, p 5, col 2 Messrs Samuel 
Montagu & Co in their Bulhon Letter of June 3, 1925, said “ With 
regard to the ;^i, 166,000 bar gold purchased by the Bank of England on 
the 26th ult Sie customs returns for the week ended 27th idem show 
an amount of ;^i,i68,5oo in bars of refined gold as having been received 
from Russia " 

® The Midland Bank, Ltd , Monthly Review, in the article already quoted 
gives a clear account of the transaction. 
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the gold standard This purchase appears to have been 
made in the normal course of the functioning of the open 
market for gold, but some of the later additions to the 
Bank’s reserves from the same source were of a different 
character Imports into England from South Africa in 
July were swelled by the receipt of large consignments 
of sovereigns ® which went to the Bank of England, and 
these and other South African gold shipments were in 
all probability directly connected with the payment of 
;^3,ooo,ooo SIX months biUs of the South African Govern- 
ment which feU. due in July ’ In February, 1926, further 
receipts from Russian sources went to swell, not the reserves 
of the Bank of England directly, but the supply of gold in 
the open market ® This gold had previously been used 
by the Russian State Bank as secunty for certain German 
drafts drawn against exports to Russia Having been 
released by payment of these drafts, the gold was sent to 
London for realization at the London open market price.® 
In these special ways gold was moved to England after 
the return to the gold standard Similar special gold ship- 
ments were also made between other countries, such as 
the gold exports from France to the United States to help 
in the support of the franc, and from Japan to the United 
States to support the yen m February, 1926,^^ though the 
embargo on the private export of gold was stiU in force 
in both countries 

In addition to all these gold movements which were 
made neither by pnvate interests nor in response to the 

® Samuel Montagu & Co , Bullton Letters of July 15 and July 22 each 
record shipments of ;^i, 000,000 in sovereigns from South Africa 
’ The Financial News, London, July 14, 1925, p 5, col 6 
® Samuel Montagu & Co , Bullion Letters, February 17, 1926. and 
February 24, 1926 

® Ibid , February 24, 1926, quoting a statement from the Frankfurter 
Zeitung on the subject 

The Financial News, London, August 5, 1925, p 5, col 7 Samuel 
Montagu & Co , Bullion Letter, January 26, 1927 

The Financial News, London, February 23, 1926 (Official State- 
ment), 

The National Bank of Mexico was similarly authorized in August, 
1926, to export up to 10,000,000 pesos in gold to New York to strengthen 
the exchange, though private export remained forbidden The Financial 
News, Ixindon, August 5, 1926 


U 
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possibility of exchange profit, there were a large number of 
transactions in which gold was set aside or earmarked at 
the Bank of England and the Federal Reserve Bank of 
New York for other central banking institutions These 
transactions were flexible and varied m character Some, 
for example, involved a mere change in the physical loca- 
Goid Ear- tion of gold Without change in ownership for 
Ba^^Eng-^ the purpose of guaranteeing credits or for 
land and the sale in case of need to support exchange. 
S^yBank of shipments of the central banks 

New York of Poland to London m August, 1925, and of 
Chile to New York in January, 1926 Others involved a 
change of ownership without change of physical location 
Such, for example, were the setting aside of ;^30o,ooo by 
the Bank of England in May, 1925, for Australia, and 
of ;^i,200,ooo in January and February of 1926 for the 
Crown Agents for the Colomes in connection with an issue 
of notes by the Hong-Kong and Shanghai Banking Cor- 
poration to meet a sudden financial crisis in Canton 
Such also were similar earmarkings at the Federal Reserve 
Bank of New York for Argentina in the spring of 1925 
and for France in the summer of 1927, and for a number 
of other countries In addition it was always possible 
for central banks to go into the open market and buy gold 
to strengthen their reserves In this way the Austrian 
National Bank strengthened its reserve position by purchases 
in the open market in London during 1926. Similarly, 
the Reichsbank pursued the general policy of converting 
the div^sen held in its reserve into gold from time to time 
by purchase of gold abroad 

The importance and variety of these gold movements 
was sufficient to differentiate sharply the operation of the 
gold standard in the post-war period from that of the pre- 

The Financial News, London, May i8, 1925, p 5, col 4 

Samnel Montagu & Co , Bulhon Letters, January 20 and February 17, 
1926. 

Federal Reserve Bulletin, April, 1925, p 234 Annual Reports of the 
Federal Reserve Bank of New York 

The Financial News, London, July 20, 1926 
” Report of the Agent-General for Reparation Payments, November 30, 
1925, P 54- 
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war period, yet the gold movements made in response 

^ ^ , to the commercial motive of exchange profit 

Gold Distnbu- . i -i i -r^ i x-u 

tionbySlup- were by no means negligible, hour ot the 

First more important of such movements in the 

irs ype Lon(ion market during 1925-6 wiU be cited 
in illustration Even in these there was a considerable 
element of management by currency authorities of the 
type which had long had a place in the old gold standard 
achmmstration In the mam this took the form of general 
measures to control the fluctuations in exchange rates, 
but certain of the items entermg directly into the cost of 
shipment and remittance of proceeds were also deliberately 
modified The first of the four movements to be noted 
was the shipment of approximately £8,500,000 of gold to 
the United States during three weeks of October, 1925, 
when the sterlmg-doUar exchange was below the gold 
export point These shipments were in every respect of 
the orthodox gold standard type They were made at 
0.1- /o 1^ T. private initiative as soon as the gold export 
from England point was passed and continued as long as 
October^T’a ^ slight profit could be gained in 

c 0 er, 1925 exchange They occurred at a time when 
supplies of gold in the open market were fairly substantial, 
but even so, much of the gold was taken from the reserve 
of the Bank of England This export movement to New 
York was followed by a similar dram to Holland, about 
which two things are especially to be noted From Novem- 
ber II to December 9, 1925, very little gold was available 
in the open market, and the defence which would otherwise 
have been offered by open market gold being absent, the 
export requirements had to be met almost entirely from 
the reserve of the Bank of England In the second place. 

It was perhaps not altogether a coincidence, for example, that the 
spread between the gold points of the sterling-dollar exchange was widened, 
immediately after the return to gold by a 50 per cent increase in the 
freight rates on gold Lacout, Georges, Le Retour A Vktalon-Or, Pans, 
1926, p. 199 

For a discussion of the increasing variability of gold points in general 
see Dr Paul Einsig, “ The Gold Points of the Exchanges To-day,'” Econo- 
my Journal, March, 1927 

Samuel Montagu & Co , Bullion Letters, October 7 and 28, 1925. 

Ibid , Weekly letters from November ii to December 9, 1925 



292 England and the New Gold Standard : 1919-1926 

the shipments to Holland were for the most part made 
while the London-Amsterdam exchange was below the gold 
export point from London to Amsterdam. The movement 
affords a second excellent example of the imtiative of 
central banks in directmg gold movements In this case 
indeed, the shipments were made by private mterests for 
exchange profit In form they were of the orthodox type. 
Gold Dram But the possibility of profit was created by 
to^HoHand fOT ^ deliberate modification of part of the gold 
the Account of standard structure itself. The movement has 
the Java Bank t)een ably described m the Monthly Review of 
the Midland Bank, Ltd., in the following terms : 

“ The exports to that country (Holland) between October 8, 
1925, and January 27, 1926, amounted to over £9! millions 
Strangely enough at first sight, however, the premium on the 
florin in terms of sterling dunng that period was not large enough 
or persistent enough to warrant all these shipments It so hap- 
pened that coupled with the prenuum on the Dutch florin was 
a premium on the Dutch East India florm due to heavy sugar 
and rubber estate purchases. Even this, however, would not in 
itself have explained such large movements The fact was that 
at that time the Java Bank was anxious to increase its gold 
stock m order to permit the issue of fresh notes m the Dutch 
East Indies, and therefore made known its willingness to accept 
gold in Amsterdam in the custody of the Netherlands Bank, 
on the same footing as gold delivered in the Dutch East Indies 
Consequently it was found economical to ship gold to Holland 
for the account of the Java Bank in preference to making pay- 
ments through the ordinary channels of the exchange market. 
The result as visible in the Java Bank’s return, was an increase 
of 70 million flonns in the gold reserves between September, 
1925, and March, 1926 At the same time the Netherlands 
Bank, too, was receiving an accession to its gold reserves which 
rose from 418 million flonns on October 26 to 443 millions at 
the end of the year Here, then, was an example of a protege 
of the Netherlands Bank offermg faalities not ^ways available 
m order to increase its gold stock These facilities were with- 
drawable at any moment , while, as with the Netherlands Bank, 
the Java Bank could, if it chose, refuse to buy gold at all, or 
refuse to accept any particular consignments.” 

Monthly Revtew, Midland Bank, Ltd , November-December, 1927, p 5 

Samuel Montagu & Co , Bullton Letters, December 16, 1925, and January 
20, 1926 

The F%nanc%al News, London, December g, ii and 24, 1925 
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During the first half of 1926, especially dunng April 
and May, the Bank of England reserves were replenished 
by large purchases in the open market made in strict accord- 
ance with gold standard principles during such periods 
as the exchanges were favourable to England Dunng the 
fall of 1926 and the early months of 1927, however, gold 
exports to the United States and Germany were heavy. 
The outward movement to Germany is the last of the 
ordinary shipments for exchange reasons that will be men- 
tioned It furmshes one more example of the devices 
resorted to by central banks to attract gold In con- 
trast to the alteration in the buying rate of the Reichsbank 
made late in 1927 to repel a gold inflow, gold was en- 
couraged to flow into Germany m November of 1926 when 
the margin of profit was very small, by the willingness of 
the Reichsbank to accept gold in Bremen as weU. as in 
Berlin 2 3 This procedure brought about a change m the 
gold export point from London to Germany by a reduction 
in the costs of shipping, including interest 

Gold was thus being distributed actively among its 
monetary users by the first and the third of the methods des- 
cribed in the analysis of the previous chapter Meanwhile 
the demand of the trade and of India was being satisfied 
on the basis of the new and relatively stable world value of 
X gold which had emerged from the war and 
tionbyStup- post-war period of change Indian imports 
Sond°T^^e during the year 1925-1926 were less than 
half of the abnormal imports of the year 
1924-1925, but were stiU 21 per cent greater than the 
average of the five pre-war years There was in process 
of establishment a new normal demand on the basis of a 
new normal price for gold in rupees Upon this point 
the Controller of the Indian Currency commented as 
follows m his report for 1925-1926 : 

“ The price of gold remained practically stationary through- 
out the year . It seems probable that the import of the 

** Cf Chapter XI, Note i8 

2® The Financial News, London, November 3, 1926. 

Report of the Controller of Currency, India, 1925-6, Table, p 3. 
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year under review, namely, 3523 crores, approximates more 
closely to the normal annu^ import at the present price than 
the import for the year 1924-1925 ” 

Before leaving the subject of Indian demand for gold 
which IS here mentioned for the last time in this study, 
the aims towards which British pohcy was directed m 
order to dimimsh its volume, or at least to moderate its 
rate of growth, may again be briefly stated They were 
first, not to allow any fall in the rupee price of gold and 
thus avoid the great purchases sure to result whenever 
gold appears to be a bargain m India ; second, not to allow 
any new type of demand for gold to emerge m India, such 
as would have followed the introduction of a gold currency 
in India ; third, to dimmish, or at least to reduce the 
growth of the old t57pe of gold demand by the encourage- 
ment of banking habits m India Of these the first two 
were already accomphshed and the third was being vigor- 
ously attacked For, given a stable pnce of gold, the 
future requirements of India depend upon the result of 
a race between the growth of population and wealth on 
the one hand, and the growth of banking habits on the 
other. 

The trade demand, a minor factor, but substantial in 
absolute figures, also was bound to find a new level on 
the basis of the cheapening of gold by one-third since the 
beginning of the war, but accurate figures are not readily 
available Those compiled by the Director of the United 
States Mint indicate a stabihzation of demand for gold for 
industrial consumption at around $150,000,000 annually 

In the foregoing account of the distribution of gold during 
1925 and 1926 several instances have been given m which 

Report of the Controller of Currency, India, 1925-6, p 5 Samuel 
Montagu & Co , Bulhon Letter, May 13, 1925 

The estimates given by the Director of the Mint in his Annual Reports 
from 1921 to 1926 are as follows 

Dollars 


1921 

87,203,644 

1922 

100,940,632 

1923 

133,282,522 

1924 

144,089,016 

1925 

151.777^406 

1926 . , , , 

, . , . 141,295,854 
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the ordinary private shipment of gold was directly influ- 
Methods enced by central bank action. After the war 
Adopted to there was, in fact, a rapid development and 
veSSup-^^^' technique already in use to 

ments of the some extent before the war by which cen- 
FirstType banks were able to influence directly 

the direction of the flow of gold between nations This 
techmque consists in steps dehberately taken to control 
the movement of the exchanges before they reach the gold 
points, either to prevent them from reaching those points, 
or to force them to those points. Of the latter form of con- 
trol the example of Germany may be cited, for there is httle 
doubt that the Reichsbank was instrumental in bringing 
the London-Berhn exchange to the point where private 
interests would ship gold in the fall of 1926 The out- 
standing example of efforts put forth to prevent large gold 
movements of the orthodox type, on the other hand, is the 
way in which England and America collaborated in main- 
taining the gold standard in England, as they had collabor- 
ated in restoring it The chief feature of the sterhng-dollar 
^ , X exchange from April, 1925 to the end of 1926 

The Control of xt. ° j j. x ^ ^ j x i xi. 

the Sterling- was the adoption of vanous devices to keep the 
SiSr^e after sterling-doUar rate steady without resort to 
Ei^and's ^ active credit deflation m England Of these the 

Return to the chief were the continuance in force of the 
Gold Standard , - , , , , , 

embargo on foreign loans and the maintenance 

of higher rates for money m London than in New York. 
The effectiveness of the embargo in the London market has 
already been indicated It was m July, 1925, after the 
return to gold, for example, that the most spectacular 
diversion of Dominion financing to New York took place, 
namely the issue of the great $75,000,000 loan to Australia 
in New York A similar measure was the failure to renew 
credits granted to Germany by Great Britain before 1925, 

Cf Chapter IX, pp 223-224 

The diversion to the New York market of financing which had long 
been done in London, of which this loan to Austraha was the greatest 
single example, was not of course rehshed by underwriting houses in 
London But on the whole the pohcy was loyally adhered to in the 
belief that it was in the best interests of England as a whole The element 
of compulsion was, however, strong An interview given by the head 
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•which were probably paid ofi by the aid of funds secured in 
the United States 20 On November 4, 1925, after it had been 
in force for a full year, the hftmg of the embargo on new 
foreign loans was finally announced in a speech by Mr 
Wmston Churchill at Sheffield. The differential in money 
rates was continued much longer With the exception of 
four months from August to November, 1925, the Bank of 
England rate was held at 5 per cent , well above the rate of 
the Federal Reserve Bank of New York from the return to 
gold throughout 1926. Open market discount rates were 
between and i per cent higher in London than in New 
York, except during the four months mentioned, and even 
durmg that interval fell to the New York level only for 
brief periods The importance of the differential in money 
rates is brought out in rehef when the period from August 
to November, 1925, is considered The reduction of the 
Bank rate to per cent on August 6, and then to 4 per cent, 
on October i coincided "with a heavy outflow of gold from 
England due to depreciation of sterling, the detail of which 
has been referred to above The easy money of this period 
and the outflow of gold were in essence the result of a conflict 
between the two aspects of the general policy of keeping 
the sterhng-dollar rate steady without credit deflation in 
England M. Georges Lacout has pointed out that the 
double effect of the increased purchasing power of the 
pound, abroad through its rise to parity and at home 
through the fall in Enghsh prices which followed the return 
to gold,®2 combined to create a large volume of unemployed 

of a London issuing house to The Ftnanctal News in January, 1925, gives 
a good picture of the attitude of those most directly concerned Spealang 
of the pressure brought by the Bank of England, he said " None 
of us could afiord to disregard the moral pressure They are in a position 
to make underwriting arrangements difficult, and also to influence the 
stock-exchange committee to reject our apphcation for admission to 
official dealing Moreover, if a firm which defies the Bank of England 
gets into trouble, it cannot expect any support from the Bank of Issue ” 
But he goes on to say “ The policy adopted by the Bank of England 
meets wiih our unanimous approval " The Financial News, January 6, 
1925. P 5, col 3 

Lacout, Georges, op cit , p 205 

The relevant figures are set out in an excellent table in Gregory, 
T E , The First Year of the Gold Standard, London, 1926, p. 82. 

Lacout, Georges, op cit , pp 202-3 

Cf Chapter IX, p 219 
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funds in England which came mto the London market and 
weakened open market rates there This was the case 
because the policy of the Bank of England had been, not 
to contract credit, but to keep a nearly constant volume of 
Bank accommodation in the market In order to keep 
in touch with the market rates for money, the Bank rate 
had to be lowered, but this greatly weakened the attractive- 
ness of London as a market for the temporary employment 
of surplus funds from abroad The withdrawal of such 
funds contributed largely to the weakness in the exchange 
and to consequent loss of gold The whole situation was, 
moreover, aggravated because at this time the usual 
autumnal strain on sterlmg was being experienced. The 
surplus funds released in England by the adjustments 
following the return to gold did not long remain unemployed, 
but as M Lacout further points out found their way again 
into the purchase of imports and stimulated those branches 
of production in England which had not been greatly affected 
by the fall in prices This had the effect of retarding the 
complete adjustment of British prices to world prices 

88 Gregory, T E , op , p 86 “ So fax as the volume of Banking 

accommodation is directly controllable by the Bank, it has pursued a 
policy of stabilization, in the sense of mamtaining in the market as far 
as possible a constant volume of funds ” 

The course of wholesale commodity prices in England and America 
as shown by wholesale price indexes shows a more complete adjustment 
of Enghsh to American prices than was really the case, because of the 
influence of imported raw materials in the English index number The 
index numbers for 1925-1926 were as follows 



1 1925 

1 1926 

England 
(Statist Index) 

United States 
(Bureau of 
Labour Index) 

England 
(Statist Index) 

United States 
(Bureau of 
Labour Index) 

January 

170 

160 

152 

156 

February 

168 

161 

150 

155 

March 

164 

161 

148 

152 

April 

161 

156 

148 

151 

May 

159 

155 

148 

152 

June 

154 

157 

147 

152 

July 

158 

l6o 

148 

151 

August 

158 

160 

149 

H 9 

September 

156 

160 

150 

151 

October 

153 

158 

154 

150 

November 

156 

158 

154 

148 

December 

153 

156 

146 

147 
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that might otherwise have taken place This final step 
in the payment of the cost of the return to gold remained 
still to be taken, and in addition the fundamental causes of 
depression in industry, such as failure of purchasing power 
on the part of customers abroad, the elmunation of Russia 
from international commerce to a large extent, local manu- 
facturing competition and tanfi barriers, were by no means 
eliminated These underlying factors, plus the removal 
of the embargo on foreign loans, rendered the accumulation 
of foreign balances in London even more necessary than 
before, and in December the differential in money rates 
between New York and London was re-established by the 
raising of the Bank of England rate again to 5 per cent 
The re-absorption of idle domestic funds as indicated above 
made this possible without losing touch with the market 
rates of discount The general policy of supporting the 
sterhng-dollar rate by the attraction of foreign balances to 
London without active credit deflation in England was 
restored again to efficient operation m both its aspects 
The use of the various ways open to central banks for 
controlling the course of the exchanges does not, however, 
Such Methods accomphsh the second objective of the new 
to sShihze'^ standard — control over the value of gold 

the World itself If, for example, the Reichsbank is led 
Value of Gold to adopt the various expedients suggested to 
attract gold from London because it is aware of a present 
or impending shortage of monetary gold in Gennany, then 
it merely anUapates a movement of gold to Germany which 
would have taken place later in any case through the 
ordinary operation of the gold standard The correctives 

Lacout, Georges, op cit , p zo3 " D’Autre part, les dispoiiibilit& 
du march^ mondtaire de Londres ne sont pas restdes inemployees Elies 
sont allies dans les branches de la production qui avaient ^te relative- 
ment peu affect6es par la baisse des pnx parce qu’elles n’utilisaient gu^re 
les produits d’lmportation dont les pnx avaient fortement retrograde en 
s’ajustant automatiquement sur le cours du change La production d'une 
partie determinee de I’activite nationale a ete ainsi stimulee, mais, en 
m6me temps, est survenue une ei4vation des pnx et des salaires Le 
placement des sommes rendues dispoxubles par la baisse de pnx des 
marchandises d’lmportation a ainsi contribu6 k empecher I’ajustment des 
prix anglais avec les pnx mondiaux et, par consequent, & favonser le 
commerce d’lmportation," 
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set in motion by the ordinary operation of the gold standard 
do not begin to operate until a certain degree of disturbance 
has been created in the volume of the exchanges between 
countries, due fundamentally to the fact that their price 
levels have drawn apart Encouragement of gold move- 
ments of the type referred to here has the effect of starting 
the necessary adjustments before the disturbance has become 
very great It means that the strain of adjusting its price 
level to the world value of gold in the country adopting 
such methods is made less severe because the adjustments 
are more gradual, but it does not contribute to the prevention 
of general upward or downward trends in the world value 
of gold Nor does the policy of preventing ordinary gold 
movements from one country to another, such as that 
adopted with such success by England and America, accom- 
phsh this purpose either If such a policy is adopted to 
prevent fundamental adjustments in price levels it cannot 
be permanently successful, for the weakened competitive 
position of the country with the higher price level wiU 
force a painful adjustment through continued failure of 
exports and inability to create sufficient foreign exchange 
to pay for imports , and until such necessary adjustments 
are made there wdl be increasing dependence upon the help 
of artificial means for preserving stabfiity of exchange But 
if such a pohcy is adopted to tide over difficulties which, 
even if severe, are in their nature temporary, the effect will 
be to prevent a certam number of gold movements with all 
their attendant collateral effects from taking place to and 
from the countries concerned, leavmg the general situation 
in the end about the same as it would have been if there had 
been no artificial control of the exchanges Such temporary 
difficulties stdl faced England at the time of the return to 
gold, the chief of them being failure of purchasing power on 
the part of her European customers The methods adopted 
by England and America to steady the sterhng-doUar 
exchange after the return to gold were a device to prevent 
unwelcome deflation in England and inflation in America 
pending the re-estabhshment of a well-balanced equihbnuin 
in the international payments of England of the kind 
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descnbed in Chapter V The maintenance of a differential 
in interest rates between London and New York, the direc- 
tion of American balances to the London market, and the 
reduction of British exports of capital will have justified 
themselves only when the “ pull ” on the exchanges exer- 
cised by England through her exports of every kind has 
become sufficient to render such measures unnecessary. 
They are essentially temporary m character They cannot 
in any sense substitute for the necessity, under any type 
of gold standard, of the adjustment of price levels of gold 
standard countries to the world value of gold The general 
level of world prices at which such adjustment is finally 
made will in the long run be higher or lower, not because of 
the measures adopted to control exchange rates, but because 
of the effect which abundance or scarcity of gold supply 
has been allowed to have in the meanwhile upon the price 
levels of all countries on the gold standard 
If the objective of the new gold standard is to be in fact 
a stabihzation in the value of gold, it must offer something 
Wtat has the devices for the control of foreign 

New Gold Stan- exchange rates Stabihzation of the value of 
dard to Ofier ’ expression which means simply that 

gold standard countries shall pursue a monetary and credit 
policy such as wfil eliminate in those countries long term 
upward or downward movements in price levels. As long 
as they remain gold standard countries, their willingness 
and their abihty to carry out such credit policies will be 
modified by the size of gold reserves and by the attitude 
of monetary authorities towards these gold reserves By 
deliberate management of each currency, with no reference 
whatever to gold reserves or to fluctuations in the foreign 
exchanges, such a stabihzation of world pnces might, under 
favourable conditions, be attempted with good prospects 
of success. But this would, in fact, be an abandonment of 
the gold standard for which the time is not yet ripe The 
new gold standard offers an alternative method of achieving 
the same end. It affords the possibihty of deliberately 
moving gold from one country to another so as to contribute 
«« Cf. Chapter V, p. 114 
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most effectively to a policy of price stabilization in gold 
standard countries without sacrificmg the orthodox mechan- 
ism of the old gold standard which gives stability to exchange 
rates and keeps the world “ as regards prices an economic 
unit.” It makes the sharpest possible distinction between 
gold shipments dehberately planned to counteract anUcipatei 
future long term trends in pnces m all gold standard coun- 
tries, and gold shipments resulting from the temporary 
maladjustment of pnces between different gold standard 
countries It is theoretically possible for the admimstra- 
tion of the gold standard to be conducted with complete 
recogmtion of the fact that the distribution of gold may be 
planned in advance along hues not narrowly nationahstic, 
but m the general interest, m such a way as to help aU 
important gold standard countries to adjust their credit 
policies with a view to attaimng an approximately stable 
domestic price level On account of the multiplicity of 
factors with which a pohcy of price stabilization has to 
contend, however, deviations m the relative pnce levels 
and changes in the balance of payments between them are 
certain to take place even when each country is striving 
for price stability Admimstration of the gold standard 
with a view to stabiHzing the value of gold, therefore, does 
not involve the abandonment of the long-tned and effective 
mechanism whereby private shipments of gold made for 
exchange profit help to correct such deviations. It merely 
recognizes that the transfer of gold from one country to 
another can be made for two important and entirely different 
purposes, both necessary for the effective stabilization of 
the purchasmg power of the world’s standard money. The 
degree of co-operation already attained between the central 
banks of the two greatest gold standard countries makes it 
probable that such an admimstration of the gold standard 
will prove to be economically and pohticaUy practical as 
well as theoretically possible The means of achieving both 
of the objectives, of which Mr Keynes was willing to abandon 
one, are in fact at hand, and a very considerable experience 
m their actual use has already been accumulated. When 
gold is m fact used to achieve genmne, long-run stability 
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within each country, as well as to secure stability in the 
exchange rates between them, the new gold standard is 
fully realized 

In one of its essential aspects the problem of stabihzation 
of the world value of gold is a problem of the distribution 
of gold On account of the actual distribution of gold 
which resulted from the war and reconstruction periods, 
the possibility of future transfers of gold from one country 
to another with a view to stabilizing its value becomes of 
the utmost importance to the United States A consider- 
ation of the question of whether a redistnbution of the gold 
stock of the United States is hkely to take place and what 
such a redistribution would involve wiU. bring out the 
possible ways in which the new gold standard may be made 
The Problem of to contribute to the long-run stabilization of 
the world value of gold Prior to the return 
Amencan Gold of England and other countries to the gold 
Stock standard it was felt by many students of the 

gold problem that such action would involve, as a necessary 
consequence, the return of a large portion of the monetary 
gold stock of the United States to the countries which had 
sent gold to America in payment for goods and services durmg 
the years of suspension For example a United States 
Government report issued m February, 1924, stated that 

“ While the United States has more than half the total monetary 
gold in the world a return to the normal functioning of the 
gold standard throughout the world wiU make necessary a 
redistribution of its ^sproportionately large gold reserves 

A close examination of this view will yield interesting 
results Such a redistribution would have to take place 
by means of gold exports of either the first or the third 
type Gold would have to leave the United States either as 
a private exchange transaction following a decline in the 
dollar exchange below gold export point, or else as the 
result of some special central bank or Government trans- 
action. The gold might be purchased from the United 
States as a capital transaction to strengthen the reserves 

*'' Commission of Gold and Silver Inquiry, United States Senate, 
Progress Report, February 7, 1924, p. 10 
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of countries wishing to restore the free export of gold 
Redistribution s^ciently to permit them to do so Such 
of American were the goH exports made at the time of the 
as°p^rt^of^Cm- stabilization of the German currency which 
rency stabiiiz- have already been referred to, and the setting 
ation Plans aside of gold for the Argentine and other 
countries at the Federal Reserve Bank against note issues 
m those countries, and the large exports to France in 1927 
and 1928 Demand for gold for this purpose is in its nature 
non-recurrent Moreover, the concentration of the gold 
supply of Europe in the hands of central banks and treasuries 
during the war and after left many of these in possession 
of larger gold stocks in December, 1924, than in December, 
1913, as shown in Table 17 Not only had gold in Europe 
been concentrated m the hands of central banks at the time 
England returned to gold, but it began to be generally 
reahzed that a gold currency was not an essential element 
in the gold standard Europe had learned by the experience 
of Switzerland and Holland that there had been a great 
change m the attitude of the people towards gold coins, 
which made the restoration of a gold currency difficult if 
not impossible, even if it were desirable as a sort of secondary 
gold reserve The growmg concentration of gold in the 
great gold centres London and New York, and the use of 
sterhng and dollar balances and short term securities and 
bills as reserve by countries on the gold exchange standard, 
also diminished the magmtude of the need for actual metal 
for stabilization purposes. 

The third of these three methods of economizing gold 
and making it more efficient, however, comes directly into 
conflict with the ingrained idea that national self-sufficiency 

®® The possible use of gold held in the United States for such purposes 
was stressed in evidence before the Royal Commission on Indian Currency 
and Finance to emphasize the undesirability of the introduction of a 
gold currency into India Dr Sprague stated in evidence, for example 
“ We do not know ]ust how much gold will be required to place the central 
banks of all the various countries in a satisfactory reserve position ” — 
Evidence, etc , Vol V, pp 295-6 

®® For the experience of Switzerland, see Samuel Montagu & Co , Foreign 
Exchange Letter of November 23, 1922 , for that of Holland, Annual 
Reports of the Netherlands Bank, 1925-6, pp 11-13, and 1926-7, pp. 
21-2 



TABLE 

STOCK OF GOLD IN THE PRINCIPAL 


Expressed in Dollars (ooo omitted) — ^from figures compiled by tbe Director 
(Only countnes for which comparative figures are avail- 


A — Countries in, which Gold m Banks and 

Gold Held in Banks and 
Public Treasuries 


1913 and 1924 

Dec 31, 1913 

Dec 31, 1924 1 


United States 

1,524,100 

4,547,407 


Great Britain and Ireland . 

494,300 

760,847 



British Empire 




Australia 

193,100 

229,146 



Canada . 

141,300 

192,504 


Egypt . 

10,100 

16,508 



South Afnca 

15,000 

52,437 



France 

682,800 

710,394 



Belgium . 

48,500 

52,543 



Scandinavian Countries 




Denmark 

40,500 

56,145 



Norway 

19,900 

39,456 



Sweden 

27,500 

63,741 


Other Continental Neutrals 




Holland . . . 

60,900 

202,854 



Spam 

92,500 

489,164 



Switzerland 

32,800 

96,319 



South American States 




Argentina 

292,600 

453,175 

— 

Bolivia 

8,000 

8,225 

—— 

Equador 

2,900 

4,682 



Paraguay 

1,700 

3,181 

— 

Peru 

5,400 

20,337 


Uruguay 

14,800 

57,002 



Venezuela 

1,800 

15,000 



Japan 

112,063 

585,738 

— 

B — Countries m which Gold in Banks and 




Pubhc Treasuries decreased between 




1913 and 1924 




Germany . 

284,700 

145,692 

i39>oo8 

Italy . , 

265,500 

83,608 

181,892 

British Empire . 




Bntish India .... 

124)000 

108,609 

15,391 

r Austro-Hungarian Empire 

252,200 




1 Roumania . . 

40,100 





( Servia . 

12,000 

— 



/Austna 



1,588 



Succession Hungary 

— 

5,000 



States Czechoslovakia 

— 

160,115 



Roumania 



26,020 



.Yugoslavia . 

— 

13,965 

— 

Total 

304,300 

206,688 

97,612 

Russia . . 

733,400 

73,047 


/ Esthoma 


1,390 


Succession J Latvia 



3,026 



States 1 Poland 



19,956 



''Finland 

— 

8,379 

— 

Total 

733,400 

105,798 

627,602 

South American States 




Brazil . . 

90,100 

54,498 

35,602 

Greece 

31,800 

7,720 

24,080 


304 



COUNTRIES OF THE WORLD — 1913 AND 1924 


of the Mint, Washington, and pubhshed in his Reports for 1915 and 1925 
able, and with over one miUion dollars gold, given) 


Increase 

Gold m Circulation 
(on basis of available 
Statistics) 

Total Gold Stock 
(on basis of available Statistics) 

Decrease 

Increase 

Dec 31, 
1913 

Dec 31, 
1924 

Dec 31, 1913 

Dec 31, 1924 

3,023,307 

380,600 



1,904,700 

4,547,407 ; 



2,642,707 

266,574 

335,800 

— 

830,100 

760,874 

69,226 


36,046 

23,400 

_ 

216,500 

229,146 


12,646 

51,204 

1,200 

— 

142,500 

192,504 1 

— 

50,004 

6,408 

181,200 

— 

191,300 

16,508 i 

174,792 

— 

3?, 437 

— 

— 

15,000 

52,437 i 

— 

37,437 

27,594 

517,200 

— 

1,200,000 

710,394 

489,606 

— 

4,043 

20,000 

— 

68,500 

52,543 

5,957 


15,645 

_ 

_ 

40,500 

56,145 

— 

15,645 

19,556 

6,100 

— 

26,000 

39,456 

— 

13,456 

36,241 

— 

— 

27,500 

63,741 

— 

36,241 

141,954 



_ 

60,900 

202,854 

_ 

141,954 

396,664 

— 

— 1 

92,500 

489,164 

— 

396,664 

63,519 

— 

52,066 

32,800 

148,385 

— 

1x5,585 

160,575 

_ 


292,600 

453,175 

__ 

160,575 

225 

— 

— 

8,000 

8,225 

— 

225 

1,782 

1,900 

1,657 

4,800 

6,339 

— 

1,539 

1,481 

— 

— 

1,700 

3,181 

— 

1,481 

14,937 

14,600 

— 

20,000 

20,337 

— 

337 

42,203 

— 

— 

14,800 

57,002 

— 

42,202 

13,200 

— 

— 

1,800 

15,000 

— 

13,200 

473,675 

18,599 


130,663 

585,738 


455,075 


631,000 

_ 

915,700 

145,692 

770,008 


— 

__ 

— 

265,500 

83,608 

181,892 

— 

__ 

250,000 

— 

374.000 

— 

— 

_ 

— 

44,100 

— 

296,300 

— 

— 



— 

2,100 

— 

42,200 

— 

— 

— 

— 

— 

— 

12,000 

I 588 

— 


_ 

— j 

~ 

ZI 

5,000 

_ 


— 

— 

— 

— 

160,115 

— 

— 



— 

— 

— 

26,020 

— 

— 

— 

— 

— 


13,965 

— 

— 


46,200 


350,500 

206,688 

143,81a 



— 

278,100 

— 

1,011,500 

73,047 

— 



— 

— 

— 

— 

1,390 

— 

— 

— 

— 

*— 

— 

3,026 


_ 

— 

— 

— 

— 

19,956 

— 

— 

— 



— 

8,379 




! 78 ,ioo 


1,011,500 


105,798 


905,703 
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and national independence require m some way that each 
nation hold a large stock of gold actually within its borders 
It is, therefore, the most difficult of the three to realize in 
practice. The very large purchases of gold by France in 
1927 and 1928 and the replacement by the Reichsbank of 
most of its foreign exchange holdings by gold m 1928 are 
evidence of this difficulty Aside from French purchases, 
gold was drawn from the United States in 1927 in connection 
with stabilization schemes in Argentine and Brazil These 
three stabilization demands combined to transform an 
export movement that would otherwise have been of minor 
importance into one of major proportions in that year 
But the defimtive return to the gold standard of these three 
important countries at the same time meant that the major 
impact of this type of demand on the accumulated stocks 
of gold in America had probably reached and passed its 
peak by the middle of 1928, leaving the United States still 
in possession of the gold accumulated during the war and 
up to the close of 1923 

If this were the only use to which special gold shipments 
between central banks are to be put, it would mean simply 
that they have been called upon to aid in setting m motion 
again the old gold standard machinery unchanged m all 
its essentials except for the abandonment of the gold 
currency. But beyond this a second type of capital trans- 
Redistnbution action leading to a distribution of the gold 
GotdS^^is reserves of the United States may be envisaged, 
to Prevent a This IS the use of gold purchases from the 
WoS vSie of States as a device for counteractmg 

Gold an anticipated tendency for world prices to 

fall as a consequence of “ insufficient ” supplies of new gold 
The possibility of American gold reserves being drawn upon 
for such a purpose was foreshadowed m an interesting way 
in the evidence of Dr. Sprague before the Royal Commission 

Thougli purchases of gold in tte XJmted States by France began on a 
large scale in May, 1927, they do not appear in the actual figures of 
American gold exports till 1928, having been held for some months under 
earmark at the Federal Reserve Bank of New York For the first seven 
months of 1928, gold exports from the United States were $529,709,000, 
of which $308,002,000 were to France 

National City Bank, Monthly Letter, January, 1928, pp 5-6. 
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on Indian Currency and Finance from which the following 
may be quoted 

“We do not know theamount ofgoldthatmay be requiredmthe 
course of the next ten or fifteen years to take care of mcreasmg 
requirements as population mcreases and as production and 
trade are enlarged, hut it certainly renders the world a little less 
dependent upon the vagaries of gold production from year to 
year that there is this large store of gold m the United States 
available in one way or another to support pnces throughout 
the world at something like present levels ” *2 

One method of making American gold available for this 
purpose IS direct sale to central banks m other countries to 
increase the limiting factor in other currency systems, that 
IS to say, to strengthen the reserve position of other central 
banks But the object sought m this case is the support 
of world pnces “ at somewhere near their present levels," 
and as American prices are a very important part of world 
prices, such gold transfers would have to be accompanied 
by action on the part of the Federal Reserve Banks designed 
to prevent the loss of gold from having a depressing effect 
on Amencan pnces through a contraction of credit Such 
action would take the form of placmg in circulation addi- 
tional Reserve Credit as a permanent addition to the cash 
basis of credit of the United States, and therefore also an 
addition to the total amount of funds used as the basis of 
bank credit in gold standard countries considered as a 
whole 

The view that such a future redistribution of gold be- 
tween America and Europe to maintain the value of gold 
XI- will 111 fo-ct be necessary, is based upon the 
of insufiacient opimon of experts that the probable future 
gipphesof New supplies of gold Will be insufficient to maintain 
a steady level of world prices This opinion 
results from a chain of reasoning which is in brief as follows 
Changes in the level of pnces are directly proportional to 
changes in the supply of gold A® There is a normal rate of 

Evidence, etc , Vol V, p 296, col i 

This conclusion is reached on the basis of statistical studies over 
long periods in the past, in which comparison of price levels is made 
between years not characterized by unusual disturbances of any kind. 
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increase in the gold supply necessary to meet the general 
economic development of the world and to keep prices 
steady, and this rate is 3 per cent compound interest per 
annum The validity of this 3 per cent rate when applied 
to the future depends upon the assumption that the demand 
for gold will develop on the same lines in years to come, 
as it did between 1850 and 1910.^® This assumption may 
fairly be made But the probable future production of gold 
will fall far short of the 3 per cent normal annual growth 
in the need for gold, and falhng prices will result This 
fall of prices will in the long run lead to the abandonment 
of the gold standard Therefore there is imperative need 
for economy in the use of gold The possibilities of such 
economies are of course great, and consist pnncipahy of 
ways and means by which the proportion of total gold held 
in a given country to the total volume of means of payment 
in that country may be reduced. Examples of such econo- 
mies would be the development of the cheque system in 
France, or the adoption of a more elastic banking structure 
in England, the acceptance of the gold exchange standard 
by many countries as a permanent, rather than a transi- 
tional basis for their monetary systems, or, most important 
of aU, the alteration of accepted ideas as to what constitutes 
a safe reserve ratio for central banks. On the other hand, 
improvements in the art of gold mining may be such as to 
confound those who prophesy an only slightly increasing 
or declining production of new gold. StiU the probability 
of a gold “ shortage ” is one with which central banking 
authorities have to reckon, and if their aim is to achieve 
stability in world prices the problems presented by such a 
gold “ shortage '' must be dealt with differently from the 

It IS reached by Cassel {Theory of Soctal Economics, pp 428-30), taking 
total supply of gold as a basis, and by Eatchin {Written Evidence before 
the Royal Commission on Indian Currency and Finance, Vol III, p 523), 
taking monetary supply of gold as a basis 

For the statistical and logical basis for this assumption see Kitchin, 
lUd , p 524-5 

Cassel, ihid , p 451 
Kitchin, ibid , p 525 and Charts 
Cassel, ibid , p 598 

Kitchin, ibid , pp 520 and 525 Cassel, " The Shortage of Gold,” 
The Economic Review, October 29, 1926. 
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way that would be followed under orthodox gold standard 
principles. The probable effects of an " insufficient '' 
supply of new gold coming into the open market may be 
bnefly examined in order to bring this difference of treat- 
ment into relief 

Upon the traditional pnnciples of the gold standard, the 
course of events would be as follows. As the requirements 
X ^ of standard countries for gold to be used 
insufacient as the basis for the issue of notes and deposit 
Supplies of New currency mcreased, gold would probably be 
dox Gold Stan- drawn hrst to those countries whose population 
commerce were increasing rapidly, but 
are ere o j-gason of relatively small gold 

reserves or an inelastic system of banking, had no surplus ” 
reserves. For in such a country the pressure of expanding 
business calling for increased extension of credit could not 
be met without an increase in the volume of gold reserves 
As a result, there would have to be sufficient deflation in 
that country to attract gold to it through the ordinary 
mechanism of the gold standard Gold in the open market 
would therefore move to such a country, after the Indian 
demand had been met But on the supposition that new 
gold production was “ insufficient ” to meet the general 
reqmrements of population and business growth, other 
countries would be in a similar position Finding that their 
gold reserves were not being added to at all from new gold 
production because they were not in a position to compete 
for it, a similar deflationary pressure would be felt in them 
also. Furthermore, they would be under pressure of an 
actual or threatened dram of gold from their own reserves 
and of stronger competition from the country where the 
price adjustment had been made earliest. Under these 
circumstances prices would fall m these other countnes also 
till their former competitive position was restored, and a 
new equilibnum at a lower level of prices was established 
But in the case of the Umted States, failure to add to its 
gold reserves from the new supphes coming into the market 
would not in itself have deflationary effects This would be 
because of the enormous expansibility of the credit struc- 
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ture in America dne to the great additions to the American 
gold stocks during and after the war For it must be re- 
membered that the “ sterihzation '' of these gold imports 
was by no means complete In so far as it had been accom- 
plished at all, it had consisted m a suhsMuUon of gold for 
reserve credit This had made permanent the vast increase 
in the cash basis of credit made in the first instance by war 
time and post-war lending by the Federal Reserve Banks 
Even this measure of “ sterilization ” did not apply to all 
of the gold imports m question, for about $440,000,000 of 
gold had reached the accounts of member banks directly 
between 1920 and 1924. In the presence of the vast unused 
expansibility of the system, the mere failure to attract any 
part of the additions to the world's gold supply could not 
mean in America that any pressure towards deflation would 
be exercised from the side of money and credit But the 
fact that such would be the case, under the hypothesis of 
insufficient ” new gold supphes, in other countries would 
The Difficulties increase in the competitive power of 

That Would other countries in which prices were falhng in 
pSfi^duSnes world’s markets This would be felt first 
of the United by the export mdustnes of America, and if 
States situation were not met by price deflation, 

a division analogous to that existmg between the sheltered” 
and “unsheltered ” industries in England would probably 
appear in America. In that case, the effects of competition 
upon American commerce would be such in the long run 
as to turn the exchanges against the Umted States and 
induce an export of gold Since the gold received after the 
war has been engrafted into the American credit system, 
such a withdrawal of gold would mean deflation of credit 
But this deflation would be diiSicult to carry out because 
of the great lending power of the American banking system 
Such is the nature of the processes by which “ m- 

The absorption of credit based on gold imports was such as to make 
possible the building up of a statistical case for the thesis that America 
had no surplus gold Written Evidence of George E Roberts before the 
Royal Commission on Indian Currency and Finance, Vol III, p 548 

Chandler, H A. E , " Power of Reserve Banks to Control Credit,” 
The Commerce Monthly, February, 1926, p 6 
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sufficient ” supplies of new gold would bring about a gradu- 
ally falling pnce level througliout the world if the principles 
of the old gold standard were allowed to operate But what 
would such a result amount to ? It would amount, in the 
first place, to an abandonment of the second of the two mam, 
objectives of the return to gold, namely, stabihty in the" 
value of gold And m the second place, it would mean a 
redistribution of jAmerica’s gold stock by a process painful, 
if not disastrous to Amencan exporters The dram of gold 
would, it is true, be stopped when the underlying causes 
had been corrected, and American prices established at a 
level which would restore the Amencan competitive position. 
But as long as the hypothesis of an “ insufficient supply 
of new gold held true, and deflationary pressure from the 
stde of money and credit was being experienced in competing 
countries, it would be stopped only to begin again after 
an interval From the point of view of social justice 
a gradually falling price level may be defended, but 
under the conditions assumed there would be a difference 
between the faU of prices in America and in other 
countries In other countries the deflationary pressure, 
coming from the side of money and credit, would press 
equally on the whole economy of those countnes, but com- 
ing in America through the channel of intense commercial 
competition from abroad, it would press unequally upon 
those sections of the community engaged m foreign trade 
directly or indirectly, and on other sections of the com- 
munity It would introduce new problems of management 
into the monetary system and would add to the clash of 
economic interest withm the country. 

Such would be the cost of adherence to the pnnciples of 
the old gold standard in the face of “ insufficient supphes 
The Effects of of new gold But the gold standard of post- 
Insufficient^^^-wrar days is a different thing Its administra- 
Goid if the Pos-tion involves mtelhgent and dehberate viola- 

s^ihties of the tion of the old rules from time to time There 
New Gold Stan- . - - i i xi. j. 

dard are are many ways m which a situation like that 

Availed of suggested above may be met First, there 
may be, and to a large extent there has been, a concentrated 
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effort on the part of central banks to prevent alterations in 
price levels through a general pohcy of credit control In 
the case of a falling off in new gold supplies such a policy 
would involve a gradual reduction in the reserve ratio 
percentages which central banking authorities would regard 
as adequate This would be an economy in the use of 
gold equivalent in its effect on prices to an increase in gold 
production. It would unply an increasingly practical 
recognition of the fact that a high ratio of gold reserves is 
Reduction oi not in itself the greatest sign of strength in a 
Reserve Ratios modem currency system A low ratio may 
fulfil the function of hmiting the quantity of other means 
of payment in circulation better than a high one, and it 
meets aU the requirements of the gold standard as long as 
it IS large enough to meet all the demands likely to be 
made upon it in settlement of mtemational balances 
If, however, such increases m the efficiency of gold prove 
insufficient to sustain a steady level of world prices, the 
deliberate rationing of gold may be resorted to Such 
rationing of gold would involve the withdrawal of part of 
the monetary gold stocks now held in the Umted States. 
Rationing of Since the object and purpose of such with- 
Goid drawals would not be the correction of a dis- 

crepancy which had appeared between the price levels of 
other countnes and that of the United States, but the 
prevention of future declines in the price levels of the 
countries taking the gold, the signal indicating that such 
shipments were necessary would be entirely different from 
that V^hich leads to gold withdrawals of the ordinary type, 
namely, the passing of the gold export point by the exchange 
rate. It would defeat the ends for which such gold ship- 
ments were made to wait until the downward trend in pnces 
was well defined The desirability of such withdrawals of 
gold from the United States would appear whenever the 
alternative to making them would be a steady deflationary 
pressure in other gold standard countries for the sake of 
attracting gold in the ordmary way. Such a situation would 
anse when gold reserves of important gold standard countries 
were seen to be approachmg the minimum required by law 
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or judged by the banking opinion of the tune to be the 
minimum of safety, while at the same time population and 
trade were increasing more rapidly than the probable 
additions to gold reserves that could be expected from the 
new supplies coming from the mines. Such withdrawals 
could be made in a competitive spint by the simple purchase 
of gold by other central banks from the Federal Reserve 
Banks regardless of the state of the exchanges by using 
whatever dollar balances were available to such central 
banks, or they could be made by agreement between central 
banks in pursuance of an international policy to use the 
world’s monetary gold m the way most conducive to general 
stability of prices In either case, additions to Reserve 
credit put into circulation m the Umted States to counteract 
the effect of the loss of gold on the American credit system 
would have to be regarded as permanent additions to the 
cash basis of credit in use by all gold standard countries 
taken together if a general fall in the world value of gold 
was to be avoided Such a rationing of gold could not be 
made upon the basis of an exact calculation of its effects 
Even if planned by international agreement with the 
dehberate aim of stabilizing the value of gold, it could only 
be used to counteract roughly a general tendency of prices 
to fall The finer adjustments would still have to be made 
by gold shipments of the orthodox type which serve to 
distnbute gold to those gold standard countries which by 
reason of relatively lower prices or for any other reason 
are creditors on balance in their international dealings, and 
which, by moving to and from gold standard countries keep 
the transactions between those countries and their price 
levels m general equihbrium The movement of gold from 
one central bank to another m accordance with the technique 
of the new gold standard would thus become in fact a 
constant readjustment of the general legal and credit 
structure witHn which gold movements of the old type 
are permitted to take place 

Any substantial redistribution of the American gold 
reserve, whether it takes the form of a capital transaction 
designed to enable other countries to return to the gold 
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standard, as it did in 1927 and 1928, or of a device to prevent 
Significance a fall in world prices, must necessarily add 
of a Possible to the volume of payments that have to be made 
S^Gol?for tb^ by other countries to the United States To the 
United States extent that such gold exports are or have been 
financed by loans in the United States, the effect wiU be to 
restore the position of mternational indebtedness existing 
before the gold was imported dunng the war and post-war 
penod The final payment for the services rendered by the 
Umted States and temporarily financed by the shipment of 
gold will stiU remain to be made in goods and services. 
If, on the other hand, the hypothesis of an " insufficient ” 
supply of new gold proves to be unfounded, a further re- 
distribution of the American gold stock wfil be unhkely 
In that case the acceptance of gold m payment for goods 
in such large measure from 1919-1924 represent, in 
fact, an undesigned but nevertheless real contribution on 
the part of the United States to the waging of war in Europe 
and the achievement of reconstruction after it It vill 
mean the exchange of goods and services, on the one hand, 
against the possibility of totally unused and undesired 
“ secondary inflation ” and an increase in the difficulty 
of domestic monetary problems, on the other. If the 
hypothesis of “ insufficient ” supply of new gold proves 
well-founded, some distribution of the Amencan gold stock 
by the one method or the other will probably take place. 
In that case the fundamental economic problem of Amenca, 
tha^f being a creditor nation with a favourable balance 
of ;^ible trade will be by so much the more intensified. 
Dr. AngeU has put the case well in the following words : 

“ A large and endurmg disturbance (m international trade) 
such as IS ^created by exportation of capital can be corrected 
only through an alteration m the commodity balance of trade 
itself.” 

Some such adjustment faces the United States in the long 
run It will be made shghtly more difficult by a large export 

Cf Chapter IV, Note 29 

AngeU, J W.^ Theory of Internattonal Pnces, Cambridge, 1926, p 413 
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of gold if that export is made as a capital transaction on 
credit. But it will be mucb less difficult and onerous if 
there are not added to it the special burdens and compli- 
cations incident to a prolonged and uninterrupted fall in 
the general level of prices throughout the world. This the 
new gold standard offers a means of avoiding. 

The greatest danger to which the new gold standard is 
exposed is a combination of modern nationahsm and the 
Dangers to the ^i^cient but unreasoning love of gold to which 
New Gold Stan- Columbus gave such eloquent expression in 
the quotation placed at the head of this study. 
The adoption of a pohcy designed to prevent long term 
fluctuations in the value of gold, and the development of a 
technique with which to carry out that policy, involves a 
great and growing degree of international co-operation. 
In this respect great begmnmgs have been made It also 
involves emancipation from the old identification of gold 
with wealth, an idea which, with centunes of tradition 
behind it, is stiU strong in all countries to-day If it is to 
accomplish its mission the new gold standard must involve 
a general recognition of the fact that m the modern world 
the chief function of gold in its monetary use is to limit 
the supply of the paper instruments of credit with which 
payments are actually made, as well as a willingness to 
accept the idea that falhng gold reserve ratios are not 
inherently bad If the hypothesis of insufficient new gold 
supplies proves true, indeed, falhng gold reserve ratios 
must rather be regarded as good, m the light of the Jarger 
objective The danger is that once the immediate i^'ed of 
international co-operation in reconstructing monetary sys- 
tems destroyed or injured by the war becomes less intense, 
the larger objective will be forgotten, and each gold standard 
country, yielding to the lure of large gold reserves, wdl 
enter into a competitive struggle for the metal. In such 
a struggle even the United States may be found to take 
part, as the proportion of gold to the total of credit instru- 
ments in use becomes less with the rapid growth of the 
country. If such is the case, the new gold standard will only 
have begun The measures taken after England's return 
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to gold to regulate the movement and the value of gold will 
he regarded as having been of a transitional nature only 
The struggle for monetary stability after the war will have 
brought the world up to the point it had reached in 1914, 
but not one step beyond it 

If, on the other hand, the international co-operation of 
the post-war years can be preserved and the Western world 
The New Gold Can emancipate itself from the spell so long 
standard cast Upon the minds of men by gold, the new 
gold standard wiU become a fact It will mark a definite 
advance over the gold standard of 1914 in three very 
important respects First, it wiU recogmze that the use of 
gold as currency can be permanently dispensed with without 
injury to the purposes for which the gold standard exists. 
Second, it will frankly regard as insufficient the mere estab- 
lishment of a common international standard of value, and 
the binding of the world together in one common price 
system, and wiU consider as part of its essential functions 
the effort to attain general stabihty m that common price 
system over long periods as well as short And, third, it 
emancipate itself from rigid arithmetical ideas as to the 
ratios of gold reserves necessary in gold standard countries 
It will no longer subordinate the more important advantage 
of a stable level of world pnces to the less important advan- 
tage of high reserve ratios in particular countries. A more 
rational use of gold than was possible before the rich 
experience of the post-war years widened men’s outlook 
on ttye whole question of monetary standards is the heart 
of what has been called in these pages “ the new gold 
standard.” 
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